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PREFACE 


The implementation of the "Planuning-Programming- 
Budgeting" concept by the Department of Defense in 1962 brought 
an increased emphasis on budget justification and review within 
the Department of the Navy. This emphasis imposes a need for 
better progress reporting and analysis, plus a need for an 
improvement in financial accounting and inventory management. 
This study reviews the present financial management procedures 
of Atlantic Fleet Type Commanders in the light of these nev, 
more stringent, budgetary requirements. 

Active fleet ships in fiscal year 1965 total 883. The 
money to operate these ships on a day-to-day basis (the replace- 
ment of repair parts, the use of consumable supplies, the 
procurement of equipage items) is provided by a segment of the 
annual appropriation “Operation and Maintenance, Navy." This 
segment is called Supplies and Equipage funds. 

Although the Supplies and Equipage portion of the total 
Navy budget is small (about ome per cent), the availability and 
management of these funds has a pronounced influence on the 


readiness and endurance capability of the Navy. 


The author’s interest in the financial management 


practices employed by Type Commanders stems from his two years' 


iii 








—_ 


es prgt enlace’ oth 16 emiiddienssent at? 

ert AL A) emia Ve meme! ead Nyman Pa 

ebtdim evbvon te emi fendi téist tee! a alma enn 

Sok ee ees Cie OA ORME ty te inv ener aed 

Pe ee es 
i 6 ah Cnet te pal (aye me iene) ae ie 

wots Mikel (dl Peers ey emt yh 

(ay eae Ne gd) ae! PT MYT pene 

af eT ieee (ate jem tve © 

= a Ae Pee ey comets ee qe went elite 

eaten ee) Gowen oe made reelr chem FT # 

* there ens Lm a td pate ieee 

= — ee ee matin to emery 

~ eed cme hee elim ihe nes Lae 

chek eee bah end heme wabhee aE oe 

ses Ls in pret hae eda at EA " 

pew TULA bees ts { (ine re Om ama) chane a8 | puns ee 

od oo «eemital barman 6 wt abet wet | '—oolee 

P ee abe A und hate moe 2m wa TT 

— os ‘bhate ee oe emer j~dlad we 


biy | 


SE oe —_— 





























experience as head of a ship's Supply Department and three 
years’ experience in teaching Navy Appropriation and Allotment 
accounting to Navy ROTC students. During this five-year period 
the author was exposed to four different sets of Type Commanders‘ 
procedures. This basic interest in the subject was given 
further stimulation by a memorandum from the Deputy Comptroller 
of the Navy, in which several topics for Master of Business 
Administration theses were suggested. Among them was the 
following: 

Each of the Type Commanders has been left largely free 

to develop financial management procedures as he saw fit. 

As a result, the methods of financial management differ 

considerably from one Type Commander to the next. ... 

A suggested research project is, therefore, a comparison 

of the financial management practices pursued by the 

various Type Commanders. 

These three things--the increasing emphasis on budget 
justification and review, the author's personal interest, and 
the suggestion by the Deputy Comptroller of the Navy-~-have 
prompted this study. 

The primary question being pursued by this investigation 
is whether greater uniformity of financial management procedures 
should be required. In seeking to answer this basic question, 
three subsidiary questions have been considered: whether present 
procedures actually differ significantly; whether present 
procedures fulfill the requiremeats of the Type Commander; and, 
how financial management procedures may be improved at the Type 


Commander level. 
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In an attempt to answer these questions, the thesis 
has been divided as follows: Chapter I presents necessary 
background material; Chapter II examines the procedures followed 
in each Type Command and summarizes the major differences 
existing; Chapter III explains the deficiencies of the present 
system; Chapter IV discusses current programs which will modify 
the present system; and the final chapter presents a summary and 
conc lusions. 

The methods of research utilized in this study included 
the analysis of the financial management instructions issued by 
each Type Commander, a study of Department of the Navy publi- 
cations, and personal interviews with operating personnel of 
ships and with staff personnel of Type Commanders, the Bureau 
of Supplies and Accounts, the Office of the Comptroller of the 
Navy, and the Office of Navy Material. 
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CHAPTER I 


FINANCIAL MANAGEMENT OF THE OPERATING FORCES 


To provide the background requisite to an understanding 
of the financial management practices which will be discussed 
in this study, a review of afloat funding is necessary. The 
objective of this review is to explain the process which is 
required in order to obtain Supplies and Equipage funds and 
to indicate the controls which exist to prevent over-expenditure 
of these funds. Inherent in such a review is the need to 
identify the organizational relationships which affect the 
budgetary process and the need to outline the basic regulations 
which provide the framework for the financial management 
procedures which have been developed by the various Type 
Commanders. It will also be necessary to define certain terms 
and to specify the kinds of items for which Supplies and 
Equipage funds may be spent. 


Organizational Relationships 


Ships operate under two chains of command--administrative 
and operational. At the risk of oversimplification, an 

lyor a complete explanation of the organization of the 
Department of the Navy see: U. S. Department of the Navy, 
Navy Regulations, General Order No. 5, 1 January 1965, p. 6. 
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administrative command may be defined as a command which is 
responsible for the administration of personnel and material 
for the units assigned to it, whereas an operational command 
is a command which is responsible for the operations (movement 
and exercises) of units assigned to it. Im an administrative 
command, ships are grouped as to general classifications or 
“types” (such as amphibious, air, submarines, etc.). These 
ships are under the command of an officer (stationed at a 
headquarters ashore) known as the Type Commander. Under an 
operational command, ships are grouped on the basis of specific 
tasks. In this case, ships of several different Type Commands 
operate together under a Task Force Commander. Consequently, 
a Task Force Commander may have aircraft carriers, destroyers, 
submarines, and auxiliary ships under his command, whereas 

the Type Commander would command only ships of one type (e.g., 
Commander, Submarine Force, would have only submarines and 
submarine tenders) .! 

Since ships are constantly shifting from one operational 
command to another, it would not be feasible to place the 
responsibility for financial management under an operational 
commander. The Type Commander (administrative chain of command) 
is in much better position to perform this function and he has 
been given this responsibility. 

1, detailed discussion of administrative and operational 


commands may be found in U. S. Department of the Navy, Bureau 
of Naval Personnel, Naval Orientation, NAVPERS 17138-D, p. 210. 
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The next echelon in the administrative chain of command 
is the Fleet Command level. The six Type Commands in the 
Atlantic Fleet are under the command of the Commander in Chief, 
U. S. Atlantic Fleet. (The same organization pattern exists 
in the Pacific Fleet with the Type Commanders reporting to the 
Fleet Commander. However, this study deals only with the 
Atlantic Fleet.) From a budgetary viewpoint, the next higher 
echelon is the Bureau of Ships which has the overall responsi- 
bility to budget for both the Atlantic and Pacific Fleets. The 
Bureau of Ships receives the budget requests of the Fleet 
Commanders, includes them with its other requests, and submits 
its budget to the Navy Comptroller for review and consolidation 
with the other portions of the Navy budget. The Navy budget 
becomes part of the Department of Defense budget which is 
submitted to the Bureau of the Budget. At the Bureau of the 
Budget level, the Department of Defense budget becomes part of 
the total budget request which the President submits to Congress. 
Once approved by Congress the funds are made available by 
reversing the budgetary process flow just described. A 
simplified view of the procurement and expenditures of funds 


is described below. 


Synopsis of the Procurement and Spending of Navy Funds 


The Federal budget cycle contains four major phases: 


preparation and submission, authorization, execution, and audit. 
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The operating forces of the Navy are primarily concerned with 
the first and third of these phases. The major elements of 
the budget cycle include: 

Budget development .--The Navy internally develops its 
estimates of the funds it will require to perform its mission. 

Budget submission.--The Navy budget request is submitted 
as a part of the Department of Defense budget request. 

Appropriation enactment.-~--Congress enacts a law which 
is the authority for the services to spend money. 

Apportionment .--The Comptroller of the Navy apportions 
funds made available by the appropriations to the Navy's bureaus 
and offices. | 

Allotment .-~The bureaus and offices allocate money from 
their apportionment to the various activities, offices, and 
fleet commands for which they have funding responsibilities. 

Obligation.--The allotment holders order materials or 
services creating an obligation for the government to make 
payment. 

Expenditure .--Obligations are liquidated by the payment 
of funds from the applicable appropriation and allotment. 

Accumulation of accounting information.--As obligations 
are incurred and liquidated, Navy accounting registers the 
following types of accounting information: 

1. Appropriation and allotment accounting information. 

2. Cost accounting information. 


3. Budgetary accounting information. 
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Specific Responsibilities 


From the foregoing synopsis, it can be seen that 
financial management in the Navy involves budgeting and account- 
ing. The responsibility for these functions has been assigned 
to various commands. It is the mission of the Comptroller of 
the Navy, subject to the authority of the Secretary, to: 

Formulate principles and policies and prescribe procedures 

in the areas of budgeting, accounting, auditing, and progress 
and statistical reporting throughout the Department of the 
Navy to the end that their use will result in meeting the 
operating and planning requirements of management with 
efficiency and economy. 

In fulfillment of this mission, several procedural 
volumes have been developed which comprise the Navy Comptroller 
Manual. Since this thesis deals with the financial management 
practices of various Type Commanders, the applicable principles 


and policies are contained in Volume 8, Operating Forces Funding 


and Accounting .? This manual defines the responsibilities of 


various persons, establishes funding policies, and prescribes 
accounting methods and procedures. Many of the procedures are 
in the category of suggestions. This has led to the development 
of widespread differences in the manner in which Type Commanders 


administer the funds allotted to them. 


Veen Ate 


1 


U. S. Department of the Navy, Financial Management in 
the Navy, NAVPERS 10792-A, 23 March 1962, p. ° 


2u. Ss. Department of the Navy, Navy Comptroller Manual, 
Volume 8, NAVEXOS P-1000-8, 12 January, » Pe ' e 
hereafter as NAVCOMPT 8. 
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Fleet Commanders have been given responsibilities for 
formulation and execution of financial plans and administration 


1 The former relates to the Fleet 


and accounting for funds. 
Commanders’ budgetary function while the latter pertains to 
the accounting for the money which has been allocated to then. 
Type Commanders are given the responsibility for 
financial management of the ships and subordinated flag commands 
over which they have administrative control. This responsibility 
entails “financial planning, administration of allotted funds, 
analysis of allotment obligations and expenditures, cost 
accounting to the degree required, and performance reporting. ''” 
From the foregoing description it would appear that the 
Type Commander has little, if any, responsibility with respect 
to budgeting. This fact is perhaps the reason which underlies 
the manner in which some Type Commanders have administered 
their funds. The emphasis has usually been placed on avoiding 
over-obligation of the allotment, rather than on certain 
informational aspects of the job. However, an examination of 
the budgeting process will illustrate a definite need for 
emphasis on the preparation and submission phase as well as the 


execution phase. 





INAVCOMPY 8, p. 1-5. 
2Ibid., p. 1-6. 
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Funding Relationships 


In order to obtain funds to support the fleet, each 
Fleet Commander is required to submit a budget request. This 
request is based on figures provided by Type Commanders. 

Funds for operating the fleet are provided by the 
appropriation "Operation and Maintenance, Navy."’ An 
appropriation symbol is used to identify the overall object 
or function, the activity responsible for managing the funds 
(major activity), and the specific purpose (budget program) 
for which funds are being appropriated. 

The appropriation symbol 1751804.2410 will serve as an 
example. The "17" indicates the Department of the Navy; the 
"5" represents fiscal year 1965; the "1804" identifies the 
specific appropriation (in this case, operation and maintenance). 
The subhead ".2410" is divided into two parts, with the "24" 
indicating that the Bureau of Ships has the budgeting responsi- 
bility for the budget program "10" which is active fleet ships. 

From the foregoing example it can be seen that the 
Bureau of Ships is the project manager for funding the active 
fleet. Consequently, Fleet Commanders submit their budget 
requests to the Bureau of Ships, and it is at this stage the 
first budget reviews are held. Subsequent reviews are held at 
the Navy Comptroller, Department of Defense, and Bureau of the 
Budget levels. As a result, budget requests may be adjusted 
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at each level as they proceed up through the budgetary 
hierarchy. Because of the critical nature of the budget 
reviews at each level, it is imperative that the best possible 
data be provided to justify the budget requests. This is one 
of the major deficiencies of the present system. 

In order to prevent the expenditure of funds at an 
excessive rate, certain control devices are instituted once 
the budget has been approved by Congress. Before any funds 
can be obligated, an apportionment request must be submitted 
to the Bureau of the Budget. As funds are released by the 
Bureau of the Budget, certain "reserves" may be withheld at 
each level as the funds proceed down the chain of command to 
the Fleet Commander. 

Upon receipt of his suballocation of funds from the 
Bureau of Ships, the Fleet Commander issues allotments to the 
Type Commanders. Type Commanders do not issue allotments to 
individual ships. Instead, ships are directed to submit requests 
for material and services, citing the allotment number of the 
Type Commander. To insure that the Type Commander's allotment 
is not exceeded, ships are given an "operating target" which 
they must not exceed. This amount is known as an "OPTAR." 
Figure 1, on page 9, illustrates the flow of funds from the 
Bureau of Ships down to the individual ships. 


eee act Geers of eerrne vee oe Fewet acan fe 

yogens lb In emdur Cebhires aah We anamned tne 

sissy Sent vai hilt evi kewemad wh fA, Larod dae for opmiery 

— «i «id bears Vephent aly eth teal OF homitemy mt anal 
mah Meiiem abl Sm wakemel alte ene eee bo 
ee ee | 
ee 
Batt el eee tre Wt berenns gam an! reek Ht 
‘ caf phamkem 3 HR Phere cme eeeme ae abel ld of ame 
ad ot Ramer Orn cemay ah Imgiet td Te cere i 08 

| jo Gamma 2 ye “wepese claien rupees ml tno ohare 
ot Ree te Alaiye owe Seema chew) ait 64 Kemet Ram 
| 
: 











aban Aesth at 

ee et ee 
3 0 ect ls erewad Yehuseen? trol) net mua ty Gere 
Ht hes eed Ton ae kN eT UR EET 
eremuer fuses 42 berersib ani aniée ,deohunt smear Aemesesus 
ott in vole fomeriia oft peiais .miivre Gee fe yyeeee eee 
(emvnt de atte! me att dat) mimet oF pam oaet 
tbo ere ee re 
ire ee ee eel 6) foe fee ee reer ete 
tt auyy wet Ye wilt Ge? aerate) |) ee ee |) eee 
whee Lesereten! ott ot owe eeu Po mere 











FIGURE 1 


FUNDING RELATIONSHIPS, ACTIVE FLEET 


BUREAU OF SHIPS 


APPROPRIATION 
OPERATION AND 
MAINTENANCE, NAVY 
17-1904 







Suballocation of Funds, Subhead .2410 


COMMANDERS IN CHIEF 


U. S. ATLANTIC AND 
PACIFIC FLEETS 





Allotment of Funds, Supplies and 
Equipage, Subhead .2410 


TYPE COMMANDERS 





Operating Target Amount 


ACTIVE 
FLEET VESSELS 





@NAVCOMPT 8, p. 2-4. 





10 


This study is concerned only with the financial manage- 
ment practices related to the administering of funds to be 
expended for the procurement of supplies and equipage needed 
incident to operation. Specifically, these funds are to be 
used for the following broad purposes: 

1. To support charges for items required for operations 
and day-to-day maintenance... ; 

2. To support harbor and other services such as 
pilotage, wharfage and tug service .. . when reimbursement 
is required and charter and hire allotment is not available; 

3. To support charges for items which are required 
aboard tenders and repair ships (except those under Navy Stock 
Fund Financing) in order to accomplish repairs to other vessels 
and for which reimbursement is required; 

4. To support miscellaneous expenses incurred in daily 
operations, such as taxi fares, hire of Navy-owned passenger- 
carrying vehicles, telephone service, fuel for ships’ vehicles 
and ice; 

5. Repairs to ships, vehicles and labor~-saving devices 
when service is provided by an activity not holding an allot- 
ment for this purpose. ? 

Essentially, then, Supplies and Equipage funds finance 
shipboard operating costs and inventories. In a study of 


combatant ships in the Cruiser-Destroyer Force, VU. S. Atlantic 


lipid., p. 2-4. 
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Fleet, it was determined that 65 per cent of the dollars spent 
were for technical repair parts./ As shown in Figure 2 below, 
the remaining 35 per cent of Supplies and Equipage dollars were 
spent for the following specific categories of material: 

FIGURE 2 


ANALYSIS OF EXPENDITURES FOR OTHER THAN REPAIR PARTS* 
Category Type Percentage 


1 Repair Consumables 21.3 
(welding rod, metals) 


2 Maintenance Consumables 18.9 
(light bulbs, grease) 


Paint & Related Items 12.7 
Deck & Seamanship Material 7.1 
(cable, wire rope) 

5 Personnel requirements 7.7 
6 Housekeeping Material 5.9 
7 Office Supplies 5.3 
8 Port Services 3.1 
9 Contractual Services 1.9 
10 Equipage” _16.1 
Total 100 .0 


fsource: U. S. Department of the Navy, COMCRUDESLANT 


Instruction P 7303.9H, 13 July 1963, Appendix E. 


Equipage may be characterized as being portable non- 
consumable equipment of relatively high dollar value, often of 
a pilferable nature. Such items as typewriters, binoculars, 
small arms, foul weather clothing, electronic test sets, etc., 
are examples of equipage. 


lspeech by Captain D. C. McNeill, Force Supply Officer, 
given to the Navy Graduate Financial Management class at George 
Washington University on 23 November 1964. 
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This analysis points up a most important fact. Since 
65 per cent of a ship's funds are spent on repair parts, there 
is a thorough interrelationship of financial management and 
inventory management. Some Type Commanders have recognized 
this relationship and incorporated inventory management con- 
sideration into their financial management procedures. 
Unfortunately, however, those Type Commanders who have done 


so are in the minority. 


Requirements Set by the Navy Comptroller 


The concept of “OPTAR Accounting” was introduced in 
the preceding section. Since suballotments may not be made, 
ships receive a “planning figure." Commanding officers are 
authorized to procure certain goods and services, citing the 
allotment number held by the Type Commander as the authority. 
Although the accounting for operating target amounts is not 
as detailed as for allotment accounting, certain definite pro- 
cedures are required. The Navy Comptroller has specified that 
an Operating Target Record will be maintained, and that an 
Obligation/Expenditure Report will be submitted. Ships with 
central storerooms are required to maintain a Departmental 
Budget Record and submit a Working Capital Report. These are 
the only “requirements” specified. This is consistent with the 
Navy Comptroller's philosophy that “monetary records aboard ship 


ome HT Tere eee © oe Orne levies ie) 
— @rrer tien a toes vee Gey) a'eive © & Geer see Be 
(*  ———Or seemmee | We shaw balewip 36s Opeay w “ad 
ee Cemmmp tee Fel ieTen SPRRUETTIOINN Mihm ps tenet tet whe 
_ aaa Pemnipens Liketen|h wined afee GAP PEAA 
eee ee ee 
ieee at uF bee 











, MLSTTI (TM wl? Ht Les etepenys pes 
ee ee 
Ae OONRE TRE GEAR eke LH © a 6l leet embil 
oe) path’ 0c rew Se ofeep Gfetee cour of bie ie 
40 erertoe th ae Deore? any? eff of Viet rete \kee rie 


6ee 6a pmemee ce pnb carve. mal gathers 81) oer ta 


ee, ee ee 
ee fee ieee Coe vel let avee 6eT (Review) Sie Teme 
we det! bbe etl ellen of 1/08 eee hee ee toe 
Le ee ee 
Lait awed 6 ueeeel a Od Beveeye ss Fed Eres) Cae mere 

= ae feel /Aligk’ ote + UPOte ae re fee 
=? orir terete SP Ie Petpet Se erEewT Ore © 
ar Pee Gest Wier Fert Grrrl ing teeter ee Om 





( 





13 


will be kept to the absolute minimum."" Each of these required 


records and reports will be examined in turn. 


Operating Target Record 


To provide the monetary control required, the Navy 
Comptroller states that the following columns are considered 
necessary and will be maintained in the Operating Target Record: 


1. Estimated Cost Nonchargeable--material or services 
not chargeable to Type Commander's allotment (a 
suitable indicator may be used in lieu of a separate 
column, if desired) ; 


2. Estimated Cost Chargeable-~material and services 
chargeable to the Type Commander's allotment 
(cancelled requisitions will be entered as a 
separate entry in this column and deducted from 
the total) ; 

3. Matched Expenditure Price--price contained on the 
invoice or public voucher summaries by the Navy 
Regional Accounts Office; 


4. Difference--difference between the estimated cost 
of the requisition and the matched invoice price; 


5S. Operating Target Balance--only when type commander 
has established an operating target.2 


Dependent upon the manner in which the ship prefers, 
transactions may either be posted to the Operating Target Record 
individually or on a group basis ("batch" posting). Most Type 
Commanders have expanded the Operating Target Record to iuclude 


several additional columns, 


ce a a ae a a a ae 


INAVCOMPT 8, p. 4-9. 
2ybid., p. 4-9. 
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Each month the ship will receive a Summary of Charges 
from the Navy Regional Finance Center. These invoices and 
public vouchers will be "matched" with the requisition documents 
on file to ensure that the charges are correct. While processing 
the Summary of Charges (the matching process), those documents 
which do match are placed in a completed requisition file. 
Those documents for which incorrect charges have been received 
are considered "unmatched" and follow-up action is required to 


effect correction. 


Obligation/Expenditure Report 


The result of the matching process becomes part of a 
report which the ship submits on the last day of each month. 
This report is called the Obligation/Expenditure Report and is 
submitted to the appropriate Navy Regional Finance Center (either 
Norfolk or San Diego depending upon whether the ship is in the 
Atlantic or Pacific Fleet). Certain mandatory information is 
included. Type Commanders often require additional information 
to be inserted and require that a copy of the report be sent 
to them. 

The information to be included in the Obligation/ 
Expenditure Report is as follows: Line a.--total value of 
requisitions issued; Line b.--total value of matched expendi- 
tures; Line c.--difference between requisition and matched 


expenditure values; Line d.--gross adjusted obligations; 
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Line e.--outstanding obligations (d minus b); and Line f.-- 
unmatched expenditures. } 

This report is to be submitted by mail to the appro- 
priate Navy Regional Finance Center. The format to be used 


is shown in Figure 3, page 16. 


Departmental Budget Record 


On many ships the operating target amount is broken down 
into segments and each department is given a share of the funds 
in the form of a departmental budget. Where this is done, a 
Departmental Budget Record is to be maintained. Although not 
mandatory for ships with central storerooms, Departmental Budget 
Records are recommended as: 

» « « an excellent control device which will enable the 
commanding officer to measure the rate of obligations 
against ship's operating target amount; to measure the rate 
of material issues from the storeroom for the purpose of 
ensuring that sufficient obligation authority is available 
for replacement purposes; and to measure the effectiveness 
of inventory control by providing a comparative analysis 

of the values of material withdrawn from stock and material 
processed for direct turnover. 

Ships without central storerooms may establish Depart- 
mental Budget Records if the Commanding Officer desires and 
approval is obtained from the Type Commander. The format to 
be used for the record and reports is optional to the ship and 


the Type Commander. 


sree 


1 NAVCOMPT 8, p. 4-15, describes in detail the source of 
information for each caption. 


2NAVCOMPT 8, p. 4-18. 
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FIGURE 3 


OBLIGATION/EXPENDITURE REPORT? 


USS ABBOT (DD 629) 
c/o Fleet Post Office 
New York, New York 


DD 629 
1 Jan 1964 


From; Commanding Officer 
Officer in Charge 
U. S. Navy Regional Finance Center 
Norfolk, Va. 23511 


Subj: Obligation/Expenditure Report 
1. This ship has the following transactions to report under 


allotment 20002 (Commander Cruiser-Destroyer Force, U. S. 
Atlantic Fleet) from 1 July 1963 to date: 


a. Total value of requisitions issued $ 1,470.00 
b. Total value of matched expenditures 1,240.00 
c. Difference between requisition and 

matched expenditure values - 70.00 
d. Gross adjusted obligations (a plus or 

minus c) 1,400.00 
e. Outstanding obligations (d minus b) 160 .00 
f. Unmatched expenditures 

(1) Navy Stock Account and other charges 20..00 

(2) Interdepartmental billings 10.00 


2. I hereby certify that documentary evidence is available as 
of the date of submission of this report covering obligations 
legally incurred during the period 1 July 1963 through 31 
December 1963 in the amount of $1400.00 reported hereon. 


H. V. McVager 


ANAVCOMPT 8, p. 4-17. 
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Working Capital Report 


Ships with central storerooms are required to submit 
a Working Capital Report to the Type Commander. The report is 
to be submitted either monthly or quarterly as prescribed by 
the Type Commander. Through analysis of these reports the Type 
Commander should be able to ascertain the following: 


1. Cost of materials and services used in the actual 
operation of the ship. 


2. Value of materials transferred to other ships. 


3. Expenditures required to replenish stock in the 
central storeroons. 


4. Cost of material used in effecting repairs to other 
ships. 


5. Inventory balances.} 
A suggested format for the report is shown in Figure 4, 
page 18. 


Summary 


Within the Navy the responsibility for overall financial 
management is vested in the Comptroller of the Navy. It falls 
within his mission to formulate principles and policies and 
prescribe procedures throughout the Department of the Navy. With 
respect to the financial management of the Operating Forces, a 
portion of this authority has been delegated to the Fleet Conm- 


mander and Type Commander. 


lipid., p. 4-19. 
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FIGURE 4 


INVENTORY AND WORKING CAPITAL REPORT® 


USS 
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Funds are made available to active fleet ships through 

the following procedure: 

1. The Bureau of Ships (which has the budget project 
responsibility for the active fleet) receives an 
apportionment from the annual appropriation, 
Operations and Maintenance, Navy. 

2. From this appropriation, the Bureau of Ships grants 
funds to each Fleet Commander in the form of a sub- 
allocation. 


3. Each Fleet Commander grants funds to each of his 
Type Commanders by issuing an allotment. 


4. Type Commanders give each ship a planning figure, 
known as an Operating Target Amount (OPTAR). 


As ships order material, requisition or purchase docu- 
ments are generated. These transactions are recorded in an 
Operating Target Record. When the material is furnished to the 
ship, a copy of the invoice is provided to the Navy Regional 
Finance Center which maintains the accounting records for each 
Type Commander's allotment. Each month the ship will receive 
a Summary of Charges from the Navy Regional Finance Center. The 
processing of this summary, together with information in the 
Operating Target Record, become the basis for a monthly 
Obligation/Expenditure Report which is submitted to the Navy 
Regional Finance Center. 

Ships with central storerooms are also required to 
Submit periodically an Inventory and Working Capital Report. 

A resume of these funding and accounting procedures is 


depicted in Figure 5, page 20. 
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FIGURE 95 


FUNDING AND ACCOUNTING RELATIONSHIPS, APPROPRIATION 
OPERATION AND MAINTENANCE NAVY, SUBHEAD .2410 


BUREAU OF SHIPS 


Sub-Allocation Budget Estimates 


FLEET COMMANDER 


Allotment Budget Estimates 


TYPE COMMANDER 


Activities 


(NSC, NSD, etc.) 
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Summary of Charges with 





Navy Regional 
Finance 
Centers 


Expenditure Documents 





21 


The only mandatory accounting “requirements” established 
by the Navy Comptroller are: 

1. An Operating Target Record 

2. An Obligation/Expenditure Report 


3. An Inventory and Working Capital Report (on ships 
with central storerooms) 


Although not required, the maintenance of a Departmental 
Budget Record is strongly "recommended" for ships with central 
storeroons. 

Subsequent chapters will illustrate how the various Type 
Commanders have modified the basic accounting requirements to 
fit their own needs and will delineate problems which have 
resulted from these diverse procedures. Chapter II examines 
the financial management practices of each type command in the 
Atlantic Fleet to determine the nature and degree of deviation 


from the "requirements" set forth by the Navy Comptroller. 
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CHAPTER II 
FINANCIAL MANAGEMENT PRACTICES OF TYPE COMMANDERS 


Although it has been recognized for several years that 
Type Commanders manage their Supplies and Equipage funds dif- 
ferently, no attempt has been made (as far as the author could 
determine) to ascertain the exact nature and degree of these 
differences. The objective of this chapter, then, is to compare 
side-by-side the records kept and reports required by each Type 
Commander. Such a comparison will highlight the manner in which 
each Type Commander has modified the basic requirements estab- 
lished by the Navy Comptroller. 

As indicated earlier, the Navy Comptroller has specified 
that "monetary records aboard ship will be kept to the absolute 
minimum," However, Type Commanders have felt a growing need 
for additional information. Since the best place to obtain the 
information desired is from the source, a heavier paporwork 
burden has been placed upon the ships. For example, note the 
Operating Target Record suggested by the Navy Comptroller.” 

In order to meet the reporting requirements of the Navy Comp-— 
troller, a five-column record would be sufficient. However, 


this record does not provide the Type Commander with the type 


lipid., p. 4-9 2rbid. 
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and quantity of information to meet his needs. As a result, 
most Type Commanders have greatly expanded this record. This 
causes an increased work load aboard ship and creates a basic 
conflict of interest. Type Commanders, realizing they must 

have information for budget justification as well as statistical 
reporting purposes, are faced with the dilemma of meeting their 
information needs and yet seeking to keep paperwork at a minimum. 
What has been said about the Operating Target Record is equally 
true of the other records and reports required. The problem 

is aggravated by the fact that, as is to be expected, each 

Type Commander views his information requirements differently. 
In the absence of directives to the contrary, the Type Commander 
issues amplifying instructions. While these specifications may 
meet his needs, the needs of the Fleet Commander and Bureau of 
Ships may not be met. This is particularly true when seeking 

to compare one Type Command against another. At the time of 
budget justification, it is extremely difficult to substantiate 
certain figures because all Type Commanders have not collected 
the same type of information. 

This chapter is devoted to a discussion of the major 
records and reports required by Type Commanders in the Atlantic 
Fleet. No attempt has been made to cover every detail of the 
financial management system (such as whether adjustments are 
made for differences at the time material is received and the 


way creditable material reimbursement is handled). The focus 


Ne Ee ei 
Te ed 
fee gel? echelons wrote? syvh oteerriet te fet Pimee 
Lith imi PALE ae ELOY OR SONY RITEAEN) HONE —) OmtTrmrRRY ema 
heel gh dope Co memelin @ty C11t bem? a ene te eeeget 
ALE © OR CITY Ym ot Emiieee Pee Bas Cures cms sioewtn) 
ee 
heey eT Sees erunypet Dae shay eecte oie he mew 
tae ewe a er ms Oc teed Tusk alr He lererEe OF 
a rt tl ities at pt eerhnele bo eee eet at 
Te nl ied mce mate Ade smh Psu ene gab) fs uae cee 
10 SOFTEE bee Tet rely et Ve eheabe We acm OO Somme 
oldie Mudie erie thibienitwe es ME te on ee 
fe thd eh Oe ees Puiees Seem SyTT cae womens Ff 
cand ented ad HhSRAVELA Cham etee Ok 90 penbrmetShoneg Yopied 
Net edliae (0m ore VyctmmD omy JL) pm orm aang! t af udere 
te eee 

Mies ef Yo meee a ef MOIpret ef yes Fe 
een) ee Gk eeteer? TT ye (reed oferty Ome Greer’ 
oe) @ 90ge> Pe Fire! OT ee cee fet pemere ce tp 
84 CUR Es CPO ce Ome) cote Seeeegeme™ 14) hero! S 























= 2 ree ae Lee eee te eet de emer t LID 504 ete 


eons = , ipelkownd «) emule? _«) corer eleeribars fee 





24 


is placed on the differences related to the Operating Target 
Record, Obligation/Expenditure Reports, Inventory and Working 
Capital Reports, Departmental Budget Records, and the degree 
of training and guidance given. For each Type Commander a 
section has been devoted to each of these topics. 

The procedures of the Mine Force and Submarine Force 
are discussed first. Ships under these commands have no Supply 
Corps officer attached and therefore offer different requirements 
from the other Type Commanders. The four remaining systens, 
presented in ascending order of complexity, are those of the 
Service Force, Amphibious Force, Naval Air Force, and Cruiser- 


Destroyer Force, respectively.! 


Commander Mine Force, U. 5S. Atlantic Fleet 


Upon receipt of his allotment of Supplies and Equipage 
(O&MN) funds from the Fleet Commander, the Mine Force Type 
Commander provides each ship with a quarterly Operating Target 
amount (OPTAR). The establishment of Operating Target amounts 
is accomplished through the use of a Type Commander directive .2 


lpecause of the frequent use of them throughout the 

remainder of this paper, reference to Type Commanders will here- 
after be abbreviated to the acronym of each: 

COMINLANT--Commander Mine Force, U. S. Atlantic Fleet 

COMSUBLANT---Commander Submarine Force, U. S. Atlantic Fleet 

COMSERVLANT~-Commander Service Force, U. S. Atlantic Fleet 

COMPHIBLANT~-Commander Amphibious Force, U. S. Atlantic Fleet 

COMNAVAIRLANT-~-Commander Naval Air Force, U. S. Atlantic Fleet 

COMCRUDESLANT-~Commander Cruiser-Destroyer Force, U. S. Atlanti 

Fleet 


2U. S. Department of the Navy, COMINLANT Instruction 
7303 .3H, 14 August 1963. 
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This instruction governs the accounting for Supplies 
and Equipage funds for the squadron commanders and for all ships 
and units of the Mine Force. Through the enclosures to the 
basic instruction, the Type Commander has provided detailed 


instructions for the various elements in the Force. 


Operating Target Record 


MINLANT*s terminology for the Operating Target Record 
is "Requisition-Obligation Log." In addition to the columns 
required by the Navy Comptroller, COMINLANT has expanded the 
basic Operating Target Record to incorporate the requirements 
of the Bureau of Supplies and Accounts for a Requisition Record 
Book. > The columns required by COMINLANT are these: 

Column Type of Information 
A Requisition/Purchase Order Number 


B Federal Stock Number/Departmental Stub 
Number 


Material Description 

Department for Which Ordered 
Requisition Data (Julian calendar date) 
Activity to Which Sent 


Date Material Received 


zs A ys se oS Aa 


Date Completed (Julian date on which 
matched with the Summary of Charges) 


ly, S$. Department of the Navy, Bureau of rd de and 
Accounts Manual, Volume III, NAVSANDA P-1, Reprint i, ptember 
» Pp. d= . Cited hereafter as BUSANDA Manual. 


as 


ee en err irs 
St 
1 rd) es ee le as RO meee oe 

ee NCE ASO) Rat uasES Oyyt at ,soudcenemY aimae 
78S Cle Gt ENemAeT | GEO Hy wee Keep 


<a » © @ 7 - _ 


_——o ee ge et ame 


eet freer SehpeeeRD eh eet Geter ett 
weriew OP <2 wearin) eee lOO epee Ob 
a? bey bed PEO eT pe ts beg 
2am ue TOADEINSD of Sekine someon were State 








Sie Ses 4 nyt = 

en ak ed »*,& 

; ot ot — 
athe Larvevell > 

—_ ep 

reno ani wel $ret wl a 7” 
todas tahoelec vill) areal ond deed ene . 
ot owe od VO eee % 
Nelo! (bt yvee@ ete . 
OMY ce tie all pve heeeS ate : 

ore ff) 9 teem tt atte Dee ta 


Ise . aye eve at? & eee Fo’ 
ez eee Fo ele Fee FF mln? . Jee Ap eee 
new ' . “9 - te 1! ope i=, nt ac 9 a yw | 








26 


Column Type of Information 
I APA/Type Transfer (to record material 


ordered which is in the Appropriation 
Purchases Account--and therefore not 
chargeable to the OPTAR--or the column 
may be used for transfer of material 
between ships of the Mine Force) 
Estimated Cost Chargeable 
Invoice Price (price at which summarized) 


L Difference (if any, between column "J" 
and “K" for each requisition) 


M Unobligated Balance 


Remarks (denoting equipage, emergency 
priority designators, etc. 


Obligation/Expenditure Report 


COMINLANT's version of the Cumulative Obligation Report 
differs only slightly from the Obligation/Expenditure Report 
specified by the Navy Comptroller. Three additional items are 
required by COMINLANT. In paragraph 1, a caption "g'’ has been 
added to show "Target Allocation to Date." Paragraphs 2 and 3 
have been added to denote the amount of "B"' summaries, covering 
transfers of material between units of the same Type Command, 


which have been submitted and reecived. 


Working Capital/Departmental Budget Reports 


Since ships in the Mine Force are ships without central 
storerooms, neither a Working Capital Report nor a Departmental 


Budget Report are required. 


ae 


1COMINLANT Instruction 7303 ..3H, enclosure 4. 
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Degree of guidance and training provided 


In his basic instruction, COMINLANT sets forth very 


| 

clear, concise statements concerning the manner in which 

requisitioning and accounting procedures will be carried out. 
Included in the basic instruction are sample formats for the 
various reports and logs, as well as a sample problem. In 
addition to the basic instruction, COMINLANT has prepared, in 
conjunction with the Navy Supply Corps School, a publication 
to be used by the personnel in the Mine Forse. This publication 
is being used as the basic text in a course for incumbent and 
prospective Supply Officers aboard Mine Force vessels. Initial 
reports indicate that the course has been well received by 
participants.” Five additional courses are scheduled for the 
remainder of Fiscal Year 1965. 

Further guidance is offered to MINLANT Supply personnel 

through an instruction entitled "Repair Part Management Pro- 


cedures for MINLANT Vessels Without Central Storerooms."” 


Major differences 


The foregoing analysis shows that financial management 


procedures in COMINLANT deviate only slightly from the procedures 





ly. S. Department of the Navy, COMINLANT Instruction 
4440.3, 6 January 1964. 


- 2y, S. Department of the Navy, Bureau of Supplies and 
Accounts, Newsletter, Vol. XXVII, No. 1, January 1965, p. 17. 


Su, 8. Department of the Navy, 


Supply Management~-- 
Commissary and Retail Sales in Minecraft, RINLANT bablication 
| ee eZ, August ° 
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established in NAVCOMPT 8. The Operating Target Record and 
Obligation/Expenditure Report are slightly expanded. No Working 
Capital nor Departmental Budgets are required since MINLANT ships 
are designated as ships without central storerooms. Considerable 
guidance is provided to Supply personnel through a special 
publication and a formal school. 


Commander Submarine Force, U. S. Atlantic Fieet 


Accounting for Supplies and Equipage funds in SUBLANT 
differs considerably from that of the other Type Commanders in 
the Atlantic Fleet. A greatly revamped set of procedures was 
undertaken in early January 1965. The new procedures are 
contained in COMSUBLANT Instruction 7300.3a.* The need for the 
new approach has been summarized in a letter from the Staff 
Supply Officer of COMSUBLANT: 


SUBLANT has undergone an expansion program during the 
past five years which is greater than anything experienced 
since WWII. This growth is attributable to the successful 
application of nuclear power for submarine propulsion, and 
the development of the Polaris missile. Accompanying this 
growth was an increase in S&E fund requirements from $11 
million in FY61 to $37 M in FY67. This increase dictated 
an improved data collection and reporting system for 
financial management. The new system promulgated by 
7300 .3A is an ambitious program for submarines with their 
limited supply resources (one storekeeper with no central 
storerooms and no supply office), but can be successfully 
implemented because all SUBLANT tenders have automatic 
data processing equipment. 


ly, S, Department of the Navy, COMSUBLANT Instruction 7300.34, 
11 January 1965. 


2COMSUBLANT letter dated 2 February 1965 to LCDR Lovell, 
Signed by Captain W. T. Rossell, SC, USN. 
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Portions of the funds allotted to SUBLANT are assigned 
to Flotilla Commanders, Squadron Commanders, and the Commanding 
Officer of the Submarine Base, New London, in the form of 
obligational authority. The obligation authority so assigned 
is re-allocated to individual ships and activities in the form 


of an operating target amount. 


Operating Target Record 


Official operating target accounting is performed by 
the tenders, although "memorandum" Operating Target Records are 
maintained by each holder of operating target amounts. The 
purpose of memorandum Operating Target Records is to show the 
current status of operating target funds assigned and no reports 
are required from these memorandum records. Tenders performing 
the official operating target accounting for ships assigned to 
it are required to maintain Operating Target Records as pre- 
scribed by NAVCOMPT 8. From these records the tenders prepare 
the Obligation/Expenditure Report. In addition, the official 
Operating Target Record provides for the recording of requisitions 
in the following categories: + 


Kind of material Code 
(a) Direct Turnover (DTO) Consumables Cc 


(b) Direct Turnover (DTO) Equipage 
(c) Direct Turnover (DTO) Repair Parts 
(d) Stock - Repetitive Issue Material 


—m fh SS ky 


(e) Stock - Insurance Material 





IcOMSUBLANT Instruction 7300.34, p. 4. 
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This type of information, together with the Inventory 
Change Record Book, are used primariiy for budget justification 
purposes. The Inventory Change Record Book is maintained by 
all ships (except tenders). Figure 6, page 31, shows the format 
for this record. This record becomes the basis for a monthly 


inventory report. 


Obligation/Expenditure Report 

As mentioned earlier, individual ships do not prepare 
the Obligation/Expenditure Report since the ship maintains only 
memorandum Operating Target Records. The Obligation/Expenditure 
Report is submitted by the tenders maintaining the official 
allotment records and is identical to the format prescribed in 


NAVCOMPT 8. 


Inventory and Working Capital Report 

No Inventory and Working Capital Report, as such, is 
required in SUBLANT. However, a combination "Supplies and 
Equipage Fund Summary and Inventory Status Report"! is submitted 
on a monthly basis by the tenders maintaining the official 
Operating Target Records. No breakdown as to cognizance symbol 
is required but there is a distinction made between consumables, 
equipage, and repair parts. Although there is no place on the 
form where the inventory balance and outstanding requisitions 
are added together to obtain a working capital figure, this 
figure could easily be determined. An example of the COMSUBLANT 


report is shown in Figure 7, page 32. 


libid., p. 6. 
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FIGURE 7 


SUPPLIES S EQUIPAGE FUND OPTAR SUMMARY@ 


FOR uSS 
FOR FISCAL YEAR THROUGH __ 


oa REC’ TURN OVER MAT | STOCK MATERIP- OTAL 
O.[P IREP.PTS JREPETITIVE INSUR. 





ON NRFC REPORT) 


UNOBLIGATED OPTAR BALANCE > | a 


INVENTORY STATUS REPORT 


(CUMULATIVE FY OPTAR) | 
OBLIGATIONS AND MATCHED - 
EXPENDITURES FOR NSA 

REQUISITIONS (DELTA AM'T 


VALUE SHIP'S ALLOWANCE OF REPAIR PARTS 
COSAL/RIAL) 

VALUE INVENTORY RECORDED 

ON STOCK RECORD CARDS AT 

BEGINNING OF FISCAL YEAR 


ADD: 


a. VALUE STOCK REQUISTTIONS* 


b. OTHER STOCK INCREASES** 
TOTAL STOCK ADDITIONS 
TOTAL VALUE STOCK AVAILABLE FOR USE 





LESS: 

a. VALUE STOCK ISSUES OF SIM MATERIAL NSA 2 
b. VALUE STOCK ISSUES OF SIM MATERIAL APA Bo 
c. VALUE STOCK ISSUES OF NON-SIM MATERIAL NSA eens. 
d. VALUE STOCK ISSUES OF NON-S!M MATERIAL APA an 

e. OTHER STOCK DECREASES: = 


TOTAL STOCK DECREASES 
CURRENT INVENTORY VALUE 
CURRENT ALLOWANCE DEFICIENCIES OF REPAIR PARTS 
(ITEM #5 LESS ITEM #10) 
CURRENT DEFICIENCY OF EQUIPAGE 


VALUE TOTAL MATERIAL CONSUMPTION 


(ITEM #2 + #4 + #9, LESS ITEM #7) _ 
CUMULATIVE FISCAL YEAR AMOUNT, INCLUDE BOTH NSA AND APA MATERIAL 


*XGAIN BY INVENTORY, NON-REQUIS:! ‘TION ED RECE!PTS, MATERIAL RETURNED TO STOCK BY DEPT.ETC. 


“WeekSURVEYS, TRANSFERS, LOSS BY INVENTORY, ETC. 


asource: COMSUBLANT Instruction 7300.3A. 








Degree of guidance and training provided 


The basic operating target instruction provides detailed 
information for the implementation of Type Command financial 
procedures. As an important adjunct to the operating target 
procedures, COMSUBLANT has also issued comprehensive inventory 
management procedures. The procedures are contained in a Type 
Command instruction entitled “Selected Item Management." In 
essence, “Selected Item Management" provides a highly concen- 
trated inventory management system for those items which 


experience frequent demand. 


Major differences 


Financial management procedures in COMSUBLANT differ 
from those set forth in NAVCOMPY 8, in the following respects: 

a. The official Operating Target Record is not main-~- 
tained by the holder of the operating target amount but by 
another activity (e.g., tender). 

b. The Obligation/Expenditure Report is submitted by 
the activity keeping the official Operating Target Record 
(rather than by the holder of the operating target amount). 

¢. The Inventory and Working Capital Report is 
considerably different in format from that prescribed by the 


Navy Comptroller. 





ly, S, Department of the Navy, COMSUBLANT Instruction 
4420.1, 21 August 1964. — 
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dad. Since most SUBLANT ships are ships without central 
storerooms, no Departmental Budget Record is required. 

An important aspect of the financial management pro- 
cedures of SUBLANT is the inventory management system known as 


"Selected Item Management.” 


Commander Service Force, U. 5. Atlantic Fleet 


Procedures for administration of and accounting for 
Supplies and Equipage funds allotted to COMSERVLANT are contained 
in COMSERVLANT Instruction 7042.14. The records and reports 


required in the Service Force are as described below. 


Operating Target Record 


The "Obligation/Expenditure Record" used in SERVLANT 
is a combination Requisition Record Book and Operating Target 
Record. In addition to the columns prescribed by NAVCOMPT 8,2 
and BUSANDA Manual, Volume 111,° four additional columns are 
required. These columns are used to record the transfer of 


material between ships and units within the Type Command. 


Obligation/Expenditure Report 


COMSERVLANT has modified the Obligation/Expenditure 
Report only slightly. One additional paragraph with two 

ly, $, Department of the Navy, COMSERVLANT Instruction 
7042.1A, 2 January 1962. —— 

2NAVCOMPT 8, p. 4-9. 

SBUSANDA Manual, Vol. III, p. 3-185. 
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sub-captions is required in order to reflect the total operating 
target amount granted and the effect of transfers within the 
Type Command. One copy of the report must go to COMSEARVLANT 


and one copy to the appropriate Squadron Commander. 


Inventory and Working Capital Report 


The Inventory and Working Capital Report required by 
COMSERVLANT is almost identical to the format suggested by the 


Navy Comptroller.? 


Departmental Budget Records 


COMSERVLANT requires all ships with central storerooms 
to maintain Departmental Budget Records. Ships without central 
storerooms may establish such records, if desired. A suggested 


format is provided in the basic operating target instruction. 


Degree of guidance and training provided 


Although nao training course is conducted for Supply 
personnel, the instructions provided seem sufficiently clear 
to accomplish the accounting requirements established by the 
Type Commander. No specific guidance ie given with respect to 
priority of expenditure of operating target funds. 


INAVCOMPT 8, p. 4-19. 
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Major differences 


Of the various Type Commands studied, COMSERVLANT's 
financial management procedures are closest to those procedures 


set forth by the Navy Comptroller. 


Commander Amphibious Force, U. S. Atlantic Fleet 


Monetary ceilings (operating targets) for the various 
Ships and units of PHIBLANT are established through the medium 
of COMPHIBLANT Instruction 7303 .23.> A secondary purpose of 
this instruction is to supplement instructions contained in 
NAVCOMPT 8. 

The records, files, and reports required by COMPHIBLANT 


are as outlined below. 


Operating Target Record 


COMPHIBLANT does not combine its Requisition Record Book 
and Operating Target Record into one document. Instead, each 
activity is required to maintain four separate records: 
Requisition Record Sheet, Operating Target Record, Summary 
Verification Sheet, and Unmatched Expenditure Sheet. While 
each requisition must be posted individually to the Requisition 
Record Sheet, Summary Verification Sheet, and Unmatched Expendi- 
ture Sheet, COMPHIBLANT requires “batch” posting to the Operating 
Target Record. 


ly. Ss, Department of the Navy, COMPHIBLANT Instruction 
7303.23, 23 June 1964. 
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Obligation/Expenditure Report 


COMPHIBLANT requires a copy of each month’s Obligation 
and Expenditure Report to be submitted to him. This copy must 
contain five captions in addition to those required by the 
Navy Comptroller. The additional captions are: 


Caption Type of Information 
(z) The money value of the last summary re- 


ceived and reflected in this report, 
month of ° 


(h) The cumulative value of all summaries 
received and reflected in this report. 
Should equal total of caption (b) plus 
caption (f). 

(i) Total money value of OPTAR funds received 
to date, including net amount auto- 
matically taken up as a result of transfers 
and receipts within the force. 

(3) Net amount automatically taken up and a 
result of transfers and receipts within 
the force--plus or minus figure. 


(k) Unobligated balance.! 


Inventory and Working Capital Report 


The Inventory and Working Capital Report required by 
COMPHIBLANT is far more comprehensive than the one suggested 
by the Navy Comptroller. The COMPHIBLANT Report (see Figure 8, 
pages 38 and 39) covers information pertaining to Commissary, 
Ship's Store, and Disbursing, in addition to the normal infor- 
mation as to receipts, issues, and unobligated operating target 


balance. 


lipid., p. 7. 
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Departmental Budget Report 


The Supply Officer of each activity is required to 
submit a budget report (presumably a Departmental Budget Report) 
to the Commanding Officer at least once each month. COMPHIBLANT 
does not specify the content of this report nor offer a suggested 


format. 


Degree of guidance and training provided 


Although COMPHIBLANT does not offer specific training 
for Supply personnel in operating target accounting procedures, 
rather detailed guidance is provided in the basic instruction. 
For example, a definite priority has been established for the 
expenditure of operating target funds. Ships and units are 
required to do the following: 


1. Reorder all repair parts as issued on a one for one 
basis. 


2. Maintain 100 per cent of range of allowance of 


mechanical and electrical repair parts on board 
at all times. 


3. Maintain 100 per cent of range and depth of 
allowance of electronic ouput parts on board at 
@il times. 

4. Maintain 100 per cent of range and depth of ordnance 
repair parts on board at all times. 

5. Maintain stock levels of consumables and bulk liquid 
product (lube oil) as prescribed by the Fleet 


Commander. 


6. Replace equipage as expended or surveyed and procure 
new items as allowances are changed. 


’ 
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7. Obligate 50 per cent of their operating target funds 
in the first month of the quarter and 25 per cent 
for each succeeding month. 


Major differences 


The financial management practices of COMPHIBLANT differ 
from those of NAVCOMPT 8 in the following respects: 

1. Additional information is required in the copy of 
the Obligational/Expenditure Report submitted to 
the Type Commander. 

2. The Inventory and Working Capital Report is greatly 
expanded and includes information concerning 
Commissary, Retail Sales, and Disbursing. 

3. Definite instructions have been given concerning 


inventory management and the rate at which funds 
will be obligated. 


Commander Naval Air Force, U. S. Atlantic Fleet 


Financial management procedures for ships in this Type 
Command are contained in COMNAVAIRLANT Instruction 7300.1¢.? 
As with other systems discussed thus far, ships in this Force 


are given a quarterly operating target. 


Operating Target Record 


The Operating Target Record used by COMNAVAIRLANT differs 
slightly from those previously noted in that separate columns 
are provided for the posting of requests for repair parts, 
consumables, equipage, and for material which is not chargeable 


ly. S. Department of the Navy, COMNAVAIRLANT Instruction 
7300.1C, 23 November 1963. 
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to the operating target. Likewise, separate repair parts, 
consumables, and equipage columns are provided for the posting 
of differences generated in the matching process. in the basic 
instruction, COMNAVAIRLANT defines each category to insure that 
complete understanding exists as to which material is to be 
Classified as equipage, consumables, or repair parts. An 
additional variation of the Operating Target Record procedures 
is the requirement for ships with EAM installations to post 
requisitions individually and to include the Federal Stock 
Number. Ships operating a manual system may omit the Federal 
Stock Number and may “batch" post. 


Obligation/Expenditure Report 


COMNAVAIRLANT’s version of the Obligation/Expenditure 
Report is very similar to that prescribed by NAVCOMPT &. A 
paragraph 2 has been added to show the value of unmatched 
expenditures included in caption "F" which are a proper charge 
to the ship. COMNAVAIRLANT requires a copy of each Obligation/ 
Expenditure Report to be sent to him. Unmatched expenditures 
included in the report are the subject of a separate report 
which must be submitted to the Type Commander by the tenth of 
the month (see Figure 9, page 43). This report shows an 
analysis of the unmatched expenditures as to whether over-charges, 
under-charges, erroneous extensions, or charges for which the 


material has not been received. 





From: 


To: 


Subj: 


Ref: 


1. 
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FIGURE 9 


UNMATCHED EXPENDITURE REPORT FOR SUPPLIES AND EQUIPAGE® 
ALLOTMENT 20011/6 FOR PRESENT AND PRIOR FISCAL YEARS 





Commanding Officer, USS SARATOGA (CVA 60) 
Commander Naval Air Force, U.S. Atlantic Fleet 


Unmatched Expenditures for Supplies and Equipage Allotment 20011/63; 
review of 


(a) USS SARATOGA (CVA 60) Fiscal Year 1963 Obligation/Expenditure 
Report for June 1963 
(b) NAVCOMPT Manual, para 084153 


Caption "FP" of reference (a) lists $10.340.00 in unmatched expenditures, 


summarized by Navy Regional Finance Center (NRFC), Norfolk against subject 


allo 
matc 


2 e 
ture 


*x* 


a 


tment. Reference (b) prescribes action to be taken to clear out un- 
hed expenditures. 


The following information concerning Fiscal Year 1963 unmatched expendi- 
s is furnished as follows: 





NO. OF 
VALUE DOCUMENTS 
a. Erroneous summarized charges 4,861.20 89 
(1) Total value of debits 5,861.20 30 
(2) Total value of credits 1,000.00 De 
b. Erroneous charges not matched due 
to errors in price or money value 
extensions 2 , 384.16 35 
c. Summarized charges for material 
requisitioned but not received 3,094.64 22 
d. Total unmatched expenditures (dollar 
value should @¢qual amount on line 
"FP" of the Obligation/Expenditure 
Report) 10,340.00 146 


Amount that will not be charged against OPTAR 
Amount that will eventually be charged against OPTAR. 


Source: COMNAVAIRLANT Instruction 7300.1C. 
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Inventory and Working Capital Report 


Each quarter ships with central storerooms submit an 
Inventory and Working Capital Report. The report in AIRLANT 
differs only slightly from the format suggested by the Navy 
Comptroller: 

1. The breakdown by material category (cognizance 
symbol) is shown on the reverse of the report. 

2. Additional captions have been added to show receipts 
and transfers within the type command, issues to aviation units, 


and transfers to ashore supply activities. 


Departmental Budget Report 


In most Type Commands, the Departmental Budget Report 
is prepared by the Supply Officer and submitted to the Command- 
ing Officer and the ship's department heads to apprise them of 
the current status of their departmental budgets. COMNAVAIRLANT 
requires the maintenance of Departmental Budgets and the 
submission to him of an ‘Annual Departmental Operating Budget 
Report." The report is used to ascertain the actual expenditures 


of the ship’s quarterly operating target. 


Degree of guidance and training provided 


No training course is provided for AIRLANT supply 


personnel. However, rather complete instructions are contained 
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in the basic operating target directive. Considerable additional 
guidance is given through informal letters to individual ships 
from the Assistant Chief of Staff (Supply) .2 

COMNAVAIRLANT has specified that operating target funds 
will be expended in the following order of priority: 


1. Damage control and firefighting equipment will be 
maintained at 100 per cent of range and depth. 


2. Central storeroom stock levels will be maintained 
as prescribed in the Fleet Commander's Operation 
Orders. 


3. Equipage will be obtained as allowances change and 
replaced when surveyed. 


4. Other essential supplies and services. 


5. Material and services required for habitability 
purposes. 


6. Deficiencies will be reviewed as to their military 
worth before ordering.# 


Major differences 


The financial management procedures in AIRLANT differ 
from those prescribed in NAVCOMPT 8 in the following respects: 

1. Information is gathered to show whether the material 
ordered is for equipage, consumables, or repair parts. 

2. <A special report on the status of unmatched expendi- 
tures is required. 

3. The Departmental Budget Report is submitted to the 
Type Commander. 

lyemorandum from Commander R. E. Batterson, SC, USN, 
th COMNAVAIRLANT, to Lieutenant Commander Lovell, 1 February 

*COMNAVAIRLANT Instruction 7300.1C. 



















La (ty Cte —=— her; (Gre gareear sim «ar 0p 
Ne Fmt inet 96 Comper! toon la) Gees aarp OF emu @ 
* teem) Dhcne fe Vet panied! lt net 

a ae ee ee a 
seleewse Se vere peimeliwl 4 oh bles ide 


| eee a Ca A 
. Ate? cm apr be fas cup Wl 4) wmnneee+ oe 


ree ee Fee een) Gece ceeereree eoetere = of 


ee) eee ee ee ee ) et 
oe) 
~~ rte eee as 2 aie oe line ogee .F = . 
NOCer ee be bath 
ter ‘et vel ome Winks = © 
Malict ta we tier ern enirae eee = - 
a og 
aemif(see shat at =e — «@ 1hhe ooltewe tive «6 
ested wwrtot spam 
| weettlie ae 


Cn ee a ee 
(Tie gates Lil mee as 6 eee ed Leer em ouy sls Coen 

ee a) ee ee ce bemeuree «i erceweerdec | 

i ee © «heen nema ay 2 ee 


—_—w oe SS = 4 eee - oy ao 4 , 
= > a - oh in" 


are = A ce - An <1 ome led bem! cm ow el 
s@ — - 
as as 


ne 
| ail? 






=_ «& — — nn —<ellliapn. a 


= » « Sei Sei OTT 


46 


4. Priorities are established for the expenditure of 
funds. 

S. A special Material Readiness Deficiencies Report is 
required quarterly. See Figure 10, page 47. 

G6. An annual replacement schedule for equipage and 
miscellaneous items must be maintained and submitted annually. 


See Figure 11, page 48. 


Commander Cruiser-Destroyer Force, U. 5. Atlantic Fleet 


The comprehensiveness of the procedures in DESLANT may 
be inferred from the title used for the publication which contains 
the instructions--Readiness and Money (RAM): System for Supplies 
and Equipage Fund Management. - The extent of guidance provided 
by this document will be discussed in detail under the heading 
of guidance and training at the end of the section on this Type 
Commander . 

Assignment of operating targets in DESLANT is different 
in two respects from other systems studied; 

1. The squadron oouniaae: is given the authority to 
decide the amount for each ship; 

2. The operating target amount granted is only for use 
in procuring equipage, consumables, and services. 


ly, S. Department of the Navy, COMCRUDESLANT Instruction 
P7303.9H, 13 July 1963. i 
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FIGURE 10 
MATERIAL READINESS DEFICIENCIES REPORT* 
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Subj: MATERIAL READINESS DEFICIENCIES REPORT 
Ref: (8) COMNAVAIRLANTINST 7300.1C 


The following material readiness deficiencies are reported in compliance * 
with reference (a): 


a. Inventory deficiencies by COG symbol and money value: 


(This figure is to be determined by usage items based on current 
readiness levels. Insurance items may be reported to 100% COSAL 


range). 
b. Value of deficiencies ordered since last report. * 
c. Value of essential equipage deficiencies including inoperative * 


items not repairable by the ship's force. List 10 most urgent items, in 
priority sequence, showing nomenclature, quantity and extended cost. 


d. Value of damage control deficiencies not included in paragraph 
Go above. 


(In view of para. 4a(1) of this Instruction, if there is a figure re 
ported for this caption, complete justification for the deficiency and 
descriptive data including nomenclature, quantity and unit price of each 
item is required). 
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for this report that the current inventory figure be used. 
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Repair parts are not charged to each ship's operating 
target. Extensive instructions and restrictions on the procure- 
ment of repair parts are contained in a separate instruction 
entitled Selected Item Management. ! A brief statement of this 
policy is shown in Figure 12, page SO. 


Operating Target Record 


The Daily Expenditure Analysis Ledger (CONCRUDESLANT 
version of the Operating Target Record) is a top-bound, pre- 
printed ledger providing space for 4,950 entries per ledger 
(each page has space for 33 entries and there are 150 pages in 
each ledger). A total of 19 columns are provided for the 
recording of the following information: Julian Date; Requi- 
sition Serial Number; Priority; Material Distribution Code; 
Federal Stock Number; Nomenclature; Estimated Cost Chargeable 
(Repair Parts, Equipage, Cther); OPTAR Balance; Date Material 
Received; Month of Summary; Matched Expenditure Price; Difference; 
Unmatched; Total Summaries to Date; Project Codes; Remarks; and 
Audit. Columns 18 (Remarks) and 19 (Audit) may be used as 
desired by each ship, except that the money value of non- 
chargeable material is to be recorded in column 19. All the 
Other columzas have specific instructions given as to their use. 
Figure 13, page S51, is a sample Daily Expenditure Analysis 
Ledger page. 


ly. s. Department of the Navy, COMCRUDESLANT Instruction 
4420 .2C, 4 May 1961. 
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Obligation/Expenditure Report 


The Obligation/Expenditure Report in DESLANT differs 
from the format in NAVCOMPT 8 in the following manner: 

1. Caption (a) has been expanded to show a breakdown 
as to amounts obligated for repair parts, equipage, and other 
items as well as for amount budgeted and operating target 
allotted to date; 

2. Caption (c) requires a breakdown of the differences 
generated in the matching process to show differences related 
to repair parts requisitions and those for equipage/other items; 

3. A caption (g) has been added to show total summaries 
received to date and space for listing each summary by month; 

4. A caption (h) has been added to show the monthly 
issues and replenishment data for Carried Repair Parts. 

Destroyer tenders submit a different Obligation/ 
Expenditure Report from the other ships in the Force. The 
captions in the tenders’ reports are identical to the one in 


the manual, 


Inventory and Working Capital Report 


COMCRUDESLANT's Inventory and Working Capital Report is 
similar to the one appearing in NAVCOMPT &. The only differences 
are that one caption has been added for a line item count by 
cognizance symbol and one caption for receipts funded by other 


allotments. 
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Departmental Budget Reports 


No mention is made of Departmental Budget Reports in 
the instructions issued by COMCRUDESLANRT. 


AGditional recerds and reports required 


Ships in DESLANT are required to submit several reports 
in addition to those required by other Type Commanders. Note 
the following: 

1. Financial Obligation Analysis Report~--submitted by 
tenders and covers expenditures related to the repair of other 
vessels (ROV) ; 

2. Availability of Inventory for Maintenance Report-- 
submitted by all ships, when directed by the Type Commander, 
for the purpose of determining the ship's effectiveness in 
filling maintenance demands from various levels of inventory; 

3. Semi-Annual Financial Plan~-subsaitted by ali ships 
to show, by month, planned usage of repair parts and procurement 
of equipage, consumables, and services; 

4. Financial Plan Format for Squadron Commander-~ 
submitted by each Squadron Commander showing anticipated charges 
to CONCRUDESLANT allotment for each ship in the squadron, by 
month, for the next six months; 

5. Equipage Replacement Plan (EQREP)--maintained by 
each ship for some sixty-five items of equipage, shows the 
deficiency for each item and when the ship plans to replace the 


item (see Figure 14, page 54). 
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FQUIPAGE REPLACEMENT PLAN (EQREP) 
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These reports are sent in to the Type Commander where 
the COMCRUDESLANT Force Statistical Central places the information 
on punched cards and processes them to obtain the following 
kinds of analyses: 
a. Per cent of total demands met by allowance list 
b. Per cent of total demands met by inventory 
c. Per cent of total demands met by "Selected Items" 
d. ROV investment by ship 
e. Dollar value of repair part consumption by type ship 
f. Dollar value of equipage deficiency by ship type 


g. Relation of inventory and casualty reports! 


Degree of guidance and training provided 


Although no training is given by COMCRUDESLANT, about 
10 per cent of the Supply Management Course at the Navy Supply 
Corps School is devoted to instruction in the DESLANT system. 
Even without this training (or if it has been several years 
since the training was received, as is the case of lieutenants 
and higher grades who serve as Supply Officers of the larger 
ships), the massive detail provided in the Resdiness and Money 
publication provides ample guidance to permit administration 
of the systen. 


ly. s. Department of the Navy, COMCRUDESLANT Instruction 
P7303 .9H, 13 July 1963, p. VIII-10. 
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Among the many very helpful features in Readiness and 
Money, the following are considered particularly noteworthy: 

1. A detailed table of contents consisting of six 
Single-spaced pages; 

2. Several illustrative figures; 

3. Numerous appendices, ineluding one giving a chronology 
of required actions at the end of the fiscal year and one giving 
a check-off list for the matching of summaries of charges; 

4. Narrative description of the philosophy underlying 


the various records and reports required. 
Major differences 


DESLANT’s financial management procedures are considerably 
different from those established in NAVCOMPT 8, as the following 
list will indicate: 

1. The Operating Target Record is expanded from the 
five columns required by the Navy Comptroller to a total of 
nineteen columns. 

2. Operating targets in DESLANT do not include expendi- 
tures required for repair parts. 

3. <Authority for determining the ceiling for each 
Operating target is delegated to squadron commanders. 

4. Obligation/Expernditure reports require additional 


information. 
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5. There is a thorough-going attempt to relate inventory 
management and financial management procedures. 


G6. Numerous special reports are required. 
Sumaar 


In the preceding pages, twenty-one different instances 
were cited wherein Type Commander financial management procedures 
differ from the requirements set forth by the Navy Comptroller. 
This does not mean that these deviations are either improper or 
that they are unwarranted. Their citation is meant only to 
clearly indicate that there as wide variation in procedures 
employed by the various Type Commanders. These variations may 
be telescoped into five basic differences: 

1. Not all Type Commands collect information which will 
permit an analysis of whether funds were spent on equipage, 
repair parts, or consumables. (COMNAVAIRLANT, COMCRUDESLANT, 
and COMSUBLANT do collect this information, the others do 
not.) 

2. Considerable variation in policy exists concerning 
the priority of expenditure of operating target funds-- 

a. COMNAVAIRLANT places damage control and fire+ 
fighting equipment as the number one priority whereas COMPHIBLANT 
requires the replacement of spares on a one-for-one basis as the 
highest priority. In COMCRUDESLANT, operating target funds are 
not charged for repair parts but ships are directed to follow 


a detailed procedure for repair part replenishment. 
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b. COMPHIBLANT requires its ships to obligate 
50 per cent of its operating target in the first month and 
25 per cent in each succeeding month; no other type command 
has such a requirement. 

3. Only three of the six Type Commanders have instituted 
a Selected Item Management System of inventory control as a 
corollary to its financial management systen. 

4. The quantity and quality of information gathered 
varies markedly in that COMNAVAIRLANT and COMCRUDESLANT gather 
a far greater amount of material than other commands. 

5. Determination of the amount of the operating target 
to be granted each ship has been delegated to Squadron Commanders 
in two Type Commands whereas the other commands retain this 
authority at the headquarters level. 

Each Type Commander has sought to establish a financial 
management system which will best serve his purposes. The nature 
of these purposes and the degree to which they are being fulfilled 
are topics which will be discussed in the next chapter. 
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CHAPTER III 


PROBLEMS INHERENT IN THE PRESENT SYSTEM 


As previously noted, the Fleet Commander issues an 
allotment of funds to each Type Commander for the purpose of 
supporting the ships under his command. The specific responsi- 
bilities assigned to each Type Commander with regard to these 
funds include "financial planning, administration of allotted 
funds, analysis of allotment obligations and expenditures, cost 
accounting to the degree required, and performance reporting.” 

It would seem, then, that the development of a financial 
management system at the Type Command level must fulfill two 
basic objectives: allotment accounting and financial planning. 
The following discussion outlines the underlying forces which 
caused Type Commanders to develop their procedures as they have 
and will specify certain problems which have resulted from these 
procedures, It will be seen that many of these problems are not 
directly the fault of the Type Commander but stem from forces 
over which the Type Commander has no control. Among these forces 
are changes in the Navy Stock Fund, allowance list problems, and 
the changing composition of the ships under the command of the 
Type Commander. 





INAVCOMPT 8, p. 1-8. 
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The fundamental problem which exists is the absence of 
uniform procedures. This lack of uniformity has been extremely 
costly over the years in terms of budget cuts. The other 
problems which are discussed in this chapter are related to 
this central theme. The discussion focuses on the two basic 
areas of the Type Commander's responsibility--allotment account— 


ing and financial planning. 
Allotment Accounting 


Allotment accounting has undergone considerable change 
over the past twenty years and many of the revisions are directly 
related to changes which have occurred in the Navy Stock Fund 
and the Appropriation Purchases Account. The Appropriation 
Purchases Account is a stores account and consists of material 
previously paid for from annual appropriations. The Mavy Stock 
Pund consists of two parts, cash and material. The material 
portion ie carried in the Navy Stock Account. 

From the time of its establishment in 1893 and coatinuing 
until after World War II, the Navy Stock Fund was used to finance 
consumable materials. All other materials were purchased from 
annual approprietions and issued free of charge to the ships. 1? 
Even as late as 1952, the only items carried in the Navy Stock 
Account were general stores (consumables of ali types), 
vehicular equipment repair parts, special shipboard electrical 


fittings and fixtures, clothing, provisions, ship's store stock, 





ly. s. Department of the Navy, Bureau of Supplies and 
Accounts, er of the Naval Stock Fund and Naval Supply 


Account, 1 mimeographed), pp. 40-384, 
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and fuels and lubricants. * Technical repair parts and most items 
of equipage were not carried in the Navy Stock Account but in 

the Appropriation Purchases Account. Since these items had 
previously been charged to an annual appropriation at the time 

of purchase, they were not charged to the ship's operating funds 
when issued to the ships. Thus, the major portion of the items 
(dollar-wise) were a "free issue” as far as the ships were 
concerned, 

However, during the next few years several items began 
migrating from the Appropriation Purchases Account to the Navy 
Stock Account. By 1957 all repair parts and a high proportion 
of equipage items had been transferred to the Navy Stock Account 
and were charged against the ship's operating funds at the time 
of issue. With this increase in chargeable items, Type Commands 
were faced with certain allotment accounting difficulties. 

Ships required greater amounts of funds with which to purchase 
materials and yet there was no valid basis which would indicate 
the amount of funds required. A second problem was the require- 
ment to develop a system to control the funds in order to prevent 


over-obligation of the Type Commander's allotment. 


Level funding 


Deciding upon the amount of money to give each ship is 
a difficult matter indeed. In general, the answer has been to 





ly. s. Department of the Navy, Bureau of Supplies and 


Accounts, The Navy Stock Fund Annual Report, Fiscal Year 1952, 
NAVSANDA Publication 263, p. 3. 


et ad te petted ad eleva kee ye eke Ae 

Ne en ls At a hk ET a TR eR 

aie al 0h AC wry beams 28 04 tw sk tee heer 
eee ee ee ee 

| mr Re te we 88 re er reel) 





_———— 

ee ee 2 ernie aiseee Lie Teed yt cet coll 
er owe td ot bette beer) ce! bee eet) crbhene Ge 
th es ee et aed beware O'ctde ant bamdtwe Reged) ove fe 
rr etd peed i deeewee 4) eres tee eer ae 
ee 

| he ot Oe ee chee ON et oe ee eee 
bombs Sheet 4 Awe Ailee ot ast Ae d Gel tee 0 re 
ee ee ee ee 
ee ee ee ee 
ae eo SUT a) Or aes Leone 

















aptrers | meme 


-_ 


oar 9 1p 6 oe fh ae <8? Gant Geet eo 
ee ee eet? =e st ee 6 meeae there rear 


a % e . _—_ . _ & i‘. 
eae i in fF - + jee ’ Gam « ‘ 


62 


give all ships of the same class (CVA, APA, AF, etc.) an 
operating target of the same amount. This is sometimes referred 
to as “level funding." The difficulty imposed by such a concept 
is that expenditures required by all ships of the same class 

are not identical. For example, one ship may use several more 
electronic tubes of a certain type than another ship in the same 
squadron. The other ships who do not experience this cost are 
fortunate in that they have considerably more funds available 
for other purposes. The unfortunate ship is thus penalized to 

a certain extent. Consequently, level funding does not allow 
for individual differences between ships. To remedy this 
situation, one Type Commander (COMCRUDESLANT) has taken repair 
parts out of the operating target funding area. Since the 

other Type Commands do not follow this practice, level funding 
remains a deficiency of the allotment accounting system. The 
primary difficulty, however, lies in the area of financial 


planning and will be discussed in greater detail in that section. 


Avoiding over-obligation 


The requirement to avoid over~obligation is a very real 
one. Chapter 3 of NAVCOMPT 8 reminds Type Commanders of the 
provisions of the Antideficiency Act which stipuiates that: 


» « « all agencies of the government receiving appropriations 
of public funds will establish administrative regulations to 
prevent any act which will cause an obligation, commitment, 
or expenditure to be made in excess of an appropriation, 
reapportionment, or subdivision thereof, including allotments 
and suballotments.1 





lNAVCOMPT 8, p. 3-3. 
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Preventing over-obligation thus becomes one of the primary 
aims of the Type Commander. Accordingly, exch Type Commander 
has established a records-~-and-reporting system which will 
accomplish this aim. By giving each ship a planning figure 
(operating target) which it cannot exceed and through monthly 
reports (one from the ship and another from the Navy Regional 
Finance Center) the Type Commander can readily police the system 
and obviate the possibility of exceeding his allotment. To 
this extent, then, present financial management procedures 
fulfill one of the Type Commander's objectives--avoiding over- 
obligation. However, there is considerable evidence to indicate 
that the second objective--financial planning--is deficient in 


several respects. 


Financial Planning 


Since the term "financial planning" may have several 
meanings, it is used here to be interchangeable with planning 
related to budgeting. The Supplies and Equipage portion of the 
Navy budget, in theory, is built from the bottom up. It begins 
at the shipboard level with the submission of anticipated 
requirements to the Type Commanders. Type Commanders review, 
adjust, and merge the individual requirements for transmission 
to the Fleet Commander. After review, consolidation, and 
adjustment, the data is forwarded to the Bureau of Ships where 


it is assembled as part of that bureau's budget. 
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Because of the format in which the budget must be 
submitted to the Fleet Commander, certain informational 
requirements are placed on the Type Commander. As will be seen 
in Figure 15, page 65, information must be included concerning 
consumable supplies, equipage, repair parts, inventory, and 
allowance list deficiencies. This creates a major problem for 
the Type Commander because of a lack of data on allowance list 
deficiencies and the inability to categorize expenditures. A 
related problem is that presented by the modern ships and complex 
weapons systems which are entering the Fleet. Each of these 


problems will be discussed in turn. 


The allowance list problem 


In Chapter I it was pointed out that 65 per cent of 
Supplies and Equipage funds are spent for repair parts. 
Requirements for repair parts are based on allowance lists. 

Each of the approximately nine hundred ships in the Fleet has 

ean allowance list which includes hull, machinery, electrical, 
electronics, and ordnance items. Among the nine hundred ships 
there are several different ship types with many dissimilarities. 
There are even dissimilarities between ships of the same type. 
To fully support the Fleet, allowance lists contain about 1.5 
million items. A further complication is that many different 





lyuch of the information in this section is based on 
notes and figures obtained in an interview with Mr. C. M. Bacon, 
Head of the Afloat Policy/Procedures Branch, Fleet Operations 
Division, Bureau.of Supplies and Accounts, on 12 February 1965. 
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FIGURE 15 
FORMAT FOR SUBMISSION OF S & E JUSTIFICATION 
DATA BY FLEET COMMANDER TO BUREAU OF SHIPS@ 
Operation and Maintenance, Navy 


Apportionment Request and Budget Data 
Fiscal Years 1964, 1965, and 1966 


No. of Consumable Equipage Repair Parts Total 
Type Ships Supplies Replacements Replacements Unit Cost 
(1) (2) (3) 
Total Beginning Ending Ships Total 
Cost Inventory Inventory Allowance Deficiencies 
(4) (5) (6) (7) (8) 


Category I Ships requirements (9) and (10) 
Ia Other Allowance Deficiencies 
II Flag and Commands 
III Repairs to other Ships 
IV service Craft and Docks 
V Special Projects & Operations 


Notes: 
(1) List ship types, as applicable, under each category. 
(2) Total number of ships within each type that will be 
funded within the applicable year. 
(3) Average dollar requirement to fund one ship. 
(4) Total cost for all ships within each type less credit 
for material turned into store. 
(5) Value of beginning inventory in dollars. 
(6) Value of ending inventory in dollars. 
(7) Value of items comprising ships allowance in dollars. 
(8) Value of deficiencies in dollars (SOAP). 
(9) Indicate explanation of required increase or decrease 
for fiscal year 1964 and 1965. 
(10) Indicate explanation of required increase or decrease 
for fiscal year 1965 and 1966. 


4Zetter from Chief, Bureau of Ships to Commander in 
Chief, U. S. Atlantic Fleet and Commander Service Force, 
U. S. Pacific Fleet, serial 518B-405 of 10 December 1963. 
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equipments must be supported. For example, in the Hull/Mechinery/ 
Electrical areas alone, 160,000 different equipments must be 
supported. 

Considerable progress in the allowance list areas has been 
made duxring the past several years,+ Note the following: 

1. During World War II and shortly thereafter, the 
ship’s repair parts for each equipment were kept in repair parts 
boxes in the custody of the cognizant department head. 

2. In 1951 the Revised Individual Allowance List (RIAL) 
was introduced. The RIAL listed repair parts by ship rather 
than equipment. Management of the items was transferred from 
the department heads to the Ship's Supply Officer. 

3. In 1957 significant advances were made in the 
allowance list area with the advent of the Coordinated Shipboard 
Allowance List (COSAL). The major contribution of the COSAL was 
the reduction of the depth of items required on board and the 
standardization of the allowance lists for similar ships. 

4. The most recent concept to appear is that of the 
OPTIMUM COSAL, which is currently being tested in the Fleet 
Ballistic Missile Program. The OPTIMUM COSAL is designed to 
optimize the factors of military essentiality, quantity, cost, 
and stowage constraints. 


lror a comprehensive coverage of this area, see Robert 
G. Iverson, et al., The Growth of a Rational Approach to Naval 


Repair Parts Inventories: The Introduction of ee 
ssentiality. eport su e ° avy Graduate anc ial 
Vanagement Pr 


ogram, The George Washington University, January 
1962. 
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In spite of the progress made, present shipboard allowance 
lists are far from perfect and present the Type Commander with 
certain problems: 

1. Revisions and/or review have not been completed in 
all cases and are, therefore, not current. 

2. They are not entirely complete due to lack of stock 
numbers, quantity, and price for all items and, consequently, 
it ig impossible to obtaiz a reliable estimate of the total dollar 
value of the inventory allowed. Without a reliable estimate of 
allowance dollars, the value of deficiencies cannct accurately 
be obtained. 

3. Usage data on material consumption by equipment 
application code (system, subsystem and component) is not 
presently available fileetwide. Consequently, the total cost of 


a system cannot be ascertained. 


The changing "mix" probiem 


In recent years the mix of ships has changed considerably. 
In 1962 the number of nuclear, guided missile, and Polaris ships 
totalled 6.9 per cent of the active fleet. By 1965 that figure 
had more than doubled as the percentage rose to 14.9 per cent.+ 
When these modern complex ships entered the fleet the cost of 
operating the fleet increased. The increase is due to the costs 
involved in supporting the new veasels. An illustration of this 


fact is shown in Figure 16, page 68. 





lrnese figures were provided by Mr. C. M. Bacon, Fleet 
Operations Division, Bureau of Supplies and Accounts. 
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These figures were developed from a three-year study by 
COMCRUDESLANT. The study does not portray total requirements 
but only funds available and spent. It is significant to note 
that expenditures for items other than repair parts remain 
relatively constant whereas expenditures for repair parts vary 
substantially. For example, in 1963 a frigate (DLG) spent five 
times and a guided missile destroyer (DDG) spent four times the 
amount expended by a conventional destroyer (DD) or a destroyer 
which had undergone Phase I of the Fleet Rehabilitation and 
Modernization Program (Fram I DD). 

Because of the changing mix pattern it is extremely 
difficult, if not impossible, to accurately estimate funding 
requirements. This is especially difficult to do for the new 
vessels being added to the fleet. 


The categorization of expenditures problem 


The Type Commander must submit a budget request in which 
he estimates his requirements for consumables, repair parts, and 
equipage. However, only three of the six Atlantic Fleet Type 
Commanders collect this type of information directly. In the 
past, Type Commanders have had to rely on Inventory and Working 
Capital Reports as the basis for projecting their needs. 

These three problems--imperfections in allowance lists, 
the influx of modern ships with complex weapons systems, and 


the inability to categorize expenditures--point up the necessity 
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for better financial planning. The lack of proper information 
to justify stated fleet requirements has been extremely costly 
at the budget table. A review of the action taken on Supplies 

and Equipage budget requests shown in the table below (Figure 17) 


will illustrate. 


FIGURE 17 


ACTION TAKEN ON S&E BUDGET REQUESTS? 
($ = Millions) 


Fiscal Fleet BuShips Navy Congress Col. & as & 

Year irqat. Submit Submit Submit ef Col. 2 
1961 $113.6 $ 99.0 $ 98.1 $ 97.5 85.5% 
1962 130 .0 109.1 94.4 100 .0 76.9 
1963 147.8 113.9 118.9 110.8 74.9 
1964 164.4 142.8 140.3 125.7 76.4 
1965 169.1 147.4 135.3% 135.4 80 .0 
1968 173 .0 163 .8 163.8 150 .4 86.9 


*Iincludes 9.9 Million to cover Navy Stock Account to 
Appropriations Purchases Account Transfers 


“source: Figures provided by Mr. C. M. Bacon, Fleet Operations 
Division, Bureau of Supplies and Accounts. 

For each of the six years shown, the request submitted 
by the Fleet Commanders was reduced significantly by the Bureau 
of Ships and the Navy Comptroller before submission to the 
Bureau of the Budget. Presumably this was done because-- 


lacking usage data by equipment--budget justification tends to 


Nie Gow tet ee ote dele, Wie wee 
| tame Serene Cyt eat AAmerytheTy feeIT FeseRP TEP eee oe 
. maiiyer? oF ney rites wae Be eens 4 .nlees cee at) De 

ee ed el 


——E 





ery 
= a Ta SFO — 
| See tam. amt. ‘Te Ta Sot 











ewe ‘abe sie :: eas ima 

| “in eet Ne ned ef ed 
" 6a +.ANt A A ee 

+a Tsu c.ar ie: ver 

+. ott —=— WAM aval Ame _ 

- :- ‘. ~ ‘mm 7 a 





are ee qh ta pind a ae 


cin nt re, 15 erm 





ae wht heel Bleeds beet) ome tere fret) a an 
o6) 84 Statist oe! wile rer oe ter ee tr 
—Veee are ate 4stp ieee «eee ee eer 


>? Ghee? grt ry pt of *@e. "etree — cami’ £ aoe om 1 =m 





71 


be broad and gross rather than in the detail desired to convince 
higher budget authority that fleet requirements are valid. This 
tendency toward reduction within an agency before submission to 

higher authority is, of course, not an unusual event. Note what 
Wildavsky says: 


Agencies do not usually request all the money they feel 
they could profitably use. Most agencies find that they 
cannot get funds for all the projects authorized by Congress. 
They also have projects not yet authorized but which they 
believe desirable. With appropriations always falling short 
of authorizations and apparent needs, how much of what they 
would like to get do agencies ask for from the Budget Bureau 
and Congress? The simplest approach would be to add up the 
costs of all worthwhile projects and submit the total. This 
simple addition is not done very often, partly because 
everyone knows there would not be enough resources to go 
around. Largely, however, the reason is strategic. If an 
agency continually submits requests far above what it 
actually gets, the Budget Bureau and the appropriations 
committee lose confidence in it and automatically cut large 
chunks before looking at the budget in detail. It becomes 
much more difficult to justify even the items with highest 
priority because no one will trust an agency that repeatedly 
comes in too high. 


Thus it becomes a strategic matter of requesting that 
amount which the Navy feels certain it can justify. Figure 17, 
page 70, shows that for fiscal year 1966 the Navy Submit agreed 
with the Bureau of Ships Submit. This indicates that better 
budget justification data was provided to support the fleet 
requirements for fiscal year 1966. 

When comparing fleet requirements in fiscal year 1961 


and fiscal year 1966, it is interesting to note there has been 





ee 


laaron Wildavsky, The Politics of the Budgetary Process 
(Boston: Little, Brown and Company, 1964), p. 21. 
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a 64.8 per cent increase in funds requested. However, the 
amount eventually submitted to Congress remains at a relatively 
constant level of 80 per cent of fleet requirenenta. | 

The implication here is clear: Fleet Commanders, and, 
Since the basic figures are generated at the next lower ievel, 
Type Commanders, must develop a better management information 


reporting system. 


Effect of Insufficient Supplies and Equipage Funds 


Az demonstrated above, during the past few years the 
Fleet has received only about 80 per cent of the Supplies and 
Equipage Funds which it deemed necessary. These funds must 
finance both day-to-day operational maintenance costs and 
prescribed levels of inventory. However, since funds are not 
sufficient for both purposes, operating costs must of necessity 
have priority over available funds, and the replacement of 
inventory suffers accordingly. The result of this practice was 
clearly stated by the Commander in Chief, U. S. Atlantic Fleet: 
The insufficiency of Supply and Equipage funds with 
which to buy repair parts for inventory afloat has now become 
critical and will hamper operations even more seriously as 
current inventory is further eaten down. .. . Readiness of 
the fleet is being progressively degraded by the growing 
Shortage of repair parts and equipage, and to a lesser 


degree, consumable material aboard ship. These shortages 
result from insufficient S&E funds to procure the: required 





lperived by averaging the figures in Column 5 of 
Figure 17, page 70. 
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73 
inventory to fill allowance and/or meet minimum levels of 
support established by Fleet Commanders, | 

This problem, plus several others, was restated at the 
Bureau of Ships' Supplies and Equipage Funding Conference which 
was held in August 1964,4 The conference was attended by 
representatives from the Bureau of Ships, Bureau of Supplies 
and Accounts, Navy Comptroller, and Type Commanders of both 
the Atlantic and Pacific Fleets. The problems cited by the 
Fleet representatives to the conference may be summarized as 
follows: 

1. Fleet allowance deficiencies grow larger every year 
and at present are estimated to be 75 million dollars. 

2. Ship casualty reports are increasing. About 90 per 
cent of these reports are for equipments for which repair parts 
are either not carried (not on allowance) or allowed but not on 
board, 

3. More Supplies and Equipage dollars are needed because: 

a. Support of the new complex weapons systems is 
more costly. 

b. The policy of fully funding the Fleet Ballistic 
Missile program reduces funds available for 
general purpose operation. 

ly, 3. Department of the Navy, Commander in Chief, U. 8. 
Atlantic Fleet, Letter, serial 2936/41/440, 30 August 1962. 

“The information in this section was taken from a mimeo- 
graphed report (obtained from Mr. C. M. Bacon, Fleet Operations 
Division, Bureau of Supplies and Accounts) entitled: Pet Sek Sd 


of BUSHIPS S&E Funding Conference of 19 August 1964 (N or 
Island) . 
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c. Price increases encountered when replacing 
equipage and repair parts (attributed to surcharge 
rate at Inventory Control Poiats, Defense Supply 
Agency, General Services Administration). 

d. Expanded ship overhaul cycles cause an increase 
in S&E dollars for tenders and repair ships to 


perform work between the expanded overhaul cycle. 


Summary 


In the financial management area, Type Commanders have 
two basic responsibilities: financial planning and administration 
of allotted funds. Of these two, the latter is being effectively 
fulfilled even with the widely divergent methods used by the 
various Type Commands in the Atlantic Fleet. However, the lack 
of uniformity in financial management procedures which exists 
makes it extremely difficult to discharge the responsibility for 
financial planning. 

Financial planning has two aspects--ensuring that limited 
S&E funds are applied on a priority basis (rather than on a 
chronological order of their occurrence) and providing qualitative 
data that can be justified in terms of current Chief of Naval 
Operations, Department of Defense, and Bureau of the Budget 
policy. Because of lack of the right kinds of information, it 
is impossible to accomplish either of these two aspects. 
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There are three major problems that complicate the Type 
Commander's financial planning picture: 

1. Allowance lists (upon which he must base his 
requirements) are either incomplete or not current; 

2. New weapons systems cost more to operate but 
insufficient time has elapsed for usage data to permit valid 
estimates of future requirements; 

3. Inability to adequately categorize expenditures as 
to repair parts, supplies, and consumables makes it difficult 
to justify his predictions of future requirements. 

As a result of these problems--which result in 
insufficient budget justification data--ships in the various 
Type Commands continue to be funded at only 80 per cent of their 
requirements. Because of lack of funds, priority must be given 
to operating needs at the expense of inventory. Of the three 
problems outlined above the only problem which the Type 
Commanders can solve on their own is better categorization of 
expenditures. Resolution of the other two will require help 
from Allowance List Preparation Activities and various Bureaus. 

Such then is the dilemma of the Type Commander: he is 
faced with correcting a situation over which he has little 
control and in the meantime his inventory deficiencies increase. 
A look at what can be dome and/or is being done to alleviate the 
dilemma is discussed in the next chapter. 
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CHAPTER IV 
MODIFICATION OF THE PRESENT SYSTEM 


The preceding chapter focused attention upon the critical 
situation which faces the Fleet--the need for improved procedures 
for reporting consumption of shipboard material which will permit ‘ 
strong enough budget justification to obtain the funds required. 
The essential problem is this: present Type Commanders’ 
procedures do not provide uniform data (either in format or 
substance) which is adequate to justify Fleet budget submissions 
for S&E funds. This problem was recognized by the Chief of 
Naval Operations in 1963. The result has been to create a 
long-range program and an interim program which will alleviate 
the situation. The long-range plan is based on a program 
called the "Standard Navy Maintenance Management System." This 
program is known throughout the Navy, and will be referred to 
hereafter, as the 3-M system. 

The other part of the plan is a data collection system” 
which will be the important corollary of the 3-M system. 

ly, S. Department of the Navy, OPNAV Instruction 4700.16A, 
1 August 1963. 

2y, S. Department of the Navy, Chief of Naval Operations, 
Letter, serial 1609P43, Subj: Material Supply Management System 


Procedures in Support of the Standard Navy Maintenance and 
Material Management Program, 12 August 1963. 
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Since the long-range plan is to be phased over a period 
of three years, it cannot make a significant contribution before 
the fiscal year 1969 budget is being presented. Therefore, the 
interim program will be discussed first, followed by a discussion 
of the long-range plan. 


Interim Procedure 


Recognizing an immediate need for better budget 
justification information, the Chief of Naval Operations has 
issued an instruction entitled "Interim Active Fleet Supplies 
and Equipage Budget Backup Reporting Procedure."! In establishing 
the effective date of 1 July 1965, the instruction states that 
“the urgency of developing auditable backup data to justify 
S&E budget requests makes it necessary that an interim data 
collection procedure, compatible with the 3-M program, be 
implemented in FY 66." 


Shipboard requirements 


Implementation of the interim procedures will require 
a11 ships to submit a monthly report to the Type Commander. This 
report will consist of an addendum to the monthly Obligation and 
Expenditure Report presently required by NAVCOMPT 8. The format 
for the addendum will be shown in Figure 18, page 78. 





ly, S, Department of the Navy, OPNAY Instruction 7330.2, 
3 March 1965. 
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FIGURE 18 
ADDENDUM TO MONTHLY OBLIGATION AND EXPENDITURE REPORT 


U.S.S. || | | S&E Operating Statement for the month of | 










Controlled 
Equipage & Consumables 
Bquipment Repair and 
Replacement | Parts Services 


1, Chargeable 
Material Deficient 
2. Chargeable 
Material Consumed 
3. Obligations 
Incurred 


“source: Appendix A to OPNAV Instruction 7330.2, 
3 March 1965. 





Type Commanders have been directed to issue implementing 
directives or modify existing directives in order to accomplish 
the requirements established by the Chief of Naval Operations. 
In most cases this will require modification of the Operating 
Target Record so that the information can be collected directly 
as obligations are posted. In addition, those Type Commands 
which do not utilize an Equipage Replacement Plan (such as 
Presently employed by COMCRUDESLANT and COMNAVAIRLANT) will have 
to implement a similar plan. For the present, ships will have 


to continue to use the dollar value of allowance lists (although, 
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as discussed previously, this does not represent an exact picture 
of needs) as the basis for determining the amount of chargeable 
material deficient. The new procedures will entail a slight 
increase in paper work for some ships but this will be offset 

by the elimination of the Annual Inventory Report and Inventory 
and Working Capital Report which are directed in the OPNAV 


instruction. 


Type Command requirements 


Based on the monthly reports from its ships, each Type 
Command will submit a quarterly report to the Bureau of Ships. 
The format for these reports will be as shown in Figure 19, 
pages 80 and 81. Preparation of Part II of the quarterly report 
will be facilitated by another aspect of the OPNAV instruction 
which governs the transfer of items between the Navy Stock 
Account and the Appropriation Purchases Account. Lists of such 
items must be published sixty days in advance and only one listing 


will be issued each fiscal year. 


Long-Range Plan 


The basic objective of the 3-€M syatem, as set forth in 
OPNAV Instruction 4700.16A, is: 


> « » the improvement of the material readiness of the fleet 
through improved management and material functions. The goal 
which this plan seeks to achieve, by January 1966, is an improved, 
measurable state of readiness of the operating forces of the Navy 
with a significant increase in the efficient management of the 
Navy's maintenance and material resources. 


lu. S. Department of the Navy, OPNAV Instruction 4700.16A, 
1 August 1963, enclosure (1), p. 1. 
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The Chief of Naval Operations, in amplifying the 3-M 
instruction, directed the Bureau of Supplies and Accounts to 
take the lead in developing uniform supply, accounting, and 
budgetary systems which will be responsive to the maintenance 
and material/supply management needs of the various command 
levels of the Operating Forces. Accordingly, the Bureau of 
Supplies and Accounts drafted a proposed system and sent it to 


the two Service Force Commanders for comment. 


Upon receipt 
of these comments, representatives of the material bureaus and 
the Navy Comptroller met to evaluate the comments and revise 
the proposed system. Following this revision, representatives 
of the Bureaus, Fleet Commanders, and Type Commanders met in 
Norfolk to develop operating procedures, document formats, flow 
diagrams, and illustrations. Although this element of the plan 
has not been completed as of the time of this writing (March 1965), 
it is understood that the system design will be similar to that 
which is described in the following pages.” At any rate, the 
proposed system indicates the direction of change which the author 
believes is necessary. 

The system will use the single document concept of source 


data input to provide information needed to support the 3-M 





ly, S. Department of the Navy, Bureau of Supplies and 
Accounts Letter S33.1, 19 October 1964, subj: Proposed supply, 
accounting, and budgetary systems in support of the intermediate 
and organizational levels of maintenance afloat; request for 
comments on. 


2The explanation which follows is based on the system 
designed by COMSERVLANT and forwarded to the Bureau of Supplies 
and Accounts as enclosure (2) to COMSERVLANT Letter code 
82: jac 4000, serial 7314 of 8 December 1964. 
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system and will also provide the information required for 
budgetary purposes. It, therefore, incorporates material 
management, accounting, budgeting, and evaluation requirements 


into a single viable systen. 


Overall system plan! 


Essentially, the system would work like this: 

1. Ships would prepare requisition, issue, and main- 
tenance action documents on a daily basis. 

2. Requisitions would be forwarded to supply activities’ 
and copies of requisitions would be sent to the appropriate Navy 
Regional Finance Center (NRFC)/Fleet Aviation Accounting Office 
(FAAO) . 

3. When material was issued, the supply activity would 
send an invoice to the Navy Regional Finance Center where it 
would be compared with the requisition from the ship (if a 
difference exists, an exception listing would go to the ship for 
verification). 

4. Consumption data (issue and maintenance action 
documents) would be sent to the Type Commander Data Processing 
Center (CDPC). 

S. From the consumption data (from ships) and obligation 
data (from NRFC) the Type Commander Data Processing Center would 
prepare reports for the Type Commander and the Maintenance Data 


Collection Center (MDCC). 


lsee Figure 20, page 84. 
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FIGURE 20 


OVERALL SYSTEM DESIGN 
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6. The Type Commander will use this information as the 
basis of reports to the Fleet Commander. 

7. From the inventory, allowance, usage data generated 
during supply availability, the Supply Operations Assistance 
Program (SOAP) team at the shipyard would produce information 
for the SOAP Data Processing Center, which would forward it to 
the Inventory Control Points (ICP) for incorporation into 


allowance lists and for information needed by the Fleet Commander. 


Budget portion of the new system 


The proposed system with respect to budgeting would 
Operate as shown in Figure 21, page &6, and as described below: 

1. Obligation information from the Navy Regional 
Finance Center/Fleet Aviation Accounting Office and consumption 
information from the ship would be mechanized ty the Type 
Commander Data Processing Center and forwarded as summarized 
ship budget data to the Type Commander. 

2. From detailed maintenance information from the Type 
Commander Data Processing Center, the Maintenance Data Collection 
Center would feed back weapons—-systems cost data to the various 
levels of review. 

3. From repair~parts data collected during supply 
overhaul, Inventory Control Potnts would furnish the Type 
Commander with the financial status of repair parts for use 
with other inventory intelligence in annual budget submissions 


and midyear reviews. 
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FIGURE 21 


BUDGET SYSTEM* 
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4. Thus, the Type Commander would be using a synthesis 
of Navy Regional Finance Center, Fleet Aviation Accounting 
Office, Maintenance Data Collection Center, Inventory Coatrol 
Points, and summarized ship data to be further analyzed and 


summarized at each level of review (Fleet and Bureau). 


Fund accounting under the new system 


The Fund Accounting System which will be a part of the 
proposed system is depicted in Figure 22, page 88, and would 
operate as follows: 

1. The original of each requisition will go to the 
Supply Activity and a copy will go to the Navy Regional Finance 
Center/Fileet Aviation Accounting Office. 

2. Financial charges will be prepared by the Supply 
Activity and forwarded to the Navy Regional Finance Center/ 
Fleet Aviation Accounting Office. 

3. Only:when differences exist between requisition 
prices and invoice prices will the ship be further involved in 
financial accounting (an exception list will be sent for 
reconciliation). 

4, The Navy Regional Finance Center/Fleet Aviation 
Accounting Office will prepare a Fund Status and Expenditure 
Analysis for the Type Commander Data Processing Center which 
will prepare a Fund Report for the Type Commander. 

5S. The Type Commander will then prepare his report for 
higher authority. 
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FIGURE 22 
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Other significant changes 


A complete listing of the major features of the proposed 
supply, accounting, and budgetary support systems will be found 
in the appendix. However, two of them (Revision of the Afloat 
Bureau of Supplies and Accounts Manuals and Extension of 
Selected Item Management) appear of significant merit to be 


discussed here. 


Revision of afloat Bureau of Supplies and Accounts 


manuals.--Recognizing that the current organization, composition, 
and manner of presentation of material in the Afloat BUSANDA 
Manual (Volumes III and VIII) is not directed toward effective 
use by supply personnel who often have little experience and 
training, the Bureau of Supplies and Accounts contracted with 
Harbridge House, Inc., to conduct a study in this area. The 
results of the study were published in October 1964, From the 
research effort the following findings were established: 

1. The Afloat Volumes (III and VIII) of the BUSANDA 
manual contain out-of-date information and are rarely used by 
afloat supply department personnel. 

2. While instructions, notices, and directives are 
published by Fleet Commanders, Type Commanders, Inventory Control 
Points, other bureaus, and so forth, and issued directly to the 


Isupply Policy and Procedures for the Operating Forces 
of the Navy, A Report epare or t partment of t avy 
(Boston: Har bridge House, Inc., 1964). 
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fleet, Type Commander instructions are used most frequently and 
have the greatest impact on supply operations afloat. 

3. Those portions of the manual that are current are 
written such that the user has difficulty understanding the 
procedures. 

4. The present cumulative supplement method of revising 
the manual is unsatisfactory. 

5. The substantial time interval between recognition of 
the need for a manual revision and actual change must be 
compressed if the manual is to be an effective operating tool. 

Based on these findings, the BUSANDA Volumes III and 
VIII are being completely rewritten in the format suggested in 
the sixty-five page Harbridge House study (incidentally, this 
format is also to be used in the manual which will contain the 
procedures for the proposed supply, accounting, and budgetary 


system). 


Selected Item Management (sim) t--1n recent years the numbe 


of stock number changes, price changes, cognizance symbol changes, 
etc., have been increasing at such a rapid rate that the fleet 

is unable to keep pace with the workload. Considerable effort 

is being directed toward reducing the volume of workload and one 
of the tools which offers the most promise is "Selected Item 


Management.” 





lvuch of the information in this section is taken from 
enclosure (2) to the Bureau of Supplies and Accounts Letter 
533.1 of 19 October 1964 referenced earlier. 
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Recent studies by Type Commanders have revealed that 
generally about 15 per cent of a ship's inventory will experience 
a demand during an overhaul-to-overhaul cycle. During the same 
period, only about 4 per cent of the inventory experiences more 
than two demands. These facts, plus the need to reduce the 
afloat workload and improve supply effectiveness, were the basis 
for the decision that Selected Item Management will become 
mandatory for all type commands. 

Selected Item Management (SIM) --developed by COMCRUDESLANT 
and in use there since 1963--is a management technique under 
which afloat inventory records are segregated according to their 
velocity or frequency of demand. Those items within the 4 per 
cent of the inventory which move three or more times during an 
overhaul-to-overhaul cycle are designated "Selected Items;" 
the remainder are "Non-Selected Items." Selected items are 
given close and continuous attention with records maintained on 
a current basis (updated as stock number or price changes occur) 
whereas the records for non-selected items are updated only when 
a supply action takes place. 

The result is a tremendous saving in clerical effort. 

For example, the study in COMCRUDESLANT shows that on a destroyer 
having 14,000 line items, only about 250 are in the “selected” 


category and must be maintained on a current pasis.? 





1) seutenant Allen J. Lenz, Supply Corps, U. S. Navy, 
"Atlantic Destroyers Go 'SIM,'" Bureau of Supplies and Accourts 
NEWSLETTER, March 1962, p. 23. 
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CHAPTER V 


SUMMARY AND CONCLUSIONS 


Summary 


The present financial management system employed by 
Type Commanders is the result of changes in the stock fund 
and consumer fund area which date back to 1357. Because of an 
increasing number of items being transferred fron the 
Appropriation Purchases Account to the Navy Stock Account, a 
heavy strain is placed on the Supplies and Equipage funds 
provided for the procurement of these items. Since 1957, Type 
Commanders have been issuing operating targets to ships under 
their command to pay for Supplies, Equipage, and Repair Parts. 
In the absence of a Navy-wide system, Type Commanders developed 
allotment accounting systems which seemed to meet their needs. 
The practice has been one of giving all ships of the same class 
the same quarterly ceiling. This “level funding" concept does 
not allow for the individual differences between ships and has 
been a contributing factor to the inventory deficiencios existing 
between ships of the same type. 

With the introduction of NAVCOMPT 8 in 1961, an attempt 
was made to standardize somewhat the allotment (operating target) 
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accounting in the fleet. However, the language of the new 

manual was such that, except for broad guidelines, Type Commanders 
were left to develop their own systems. As a result, in the 
Atlantic Fleet there are six Type Commands and six different 
financial management systems. 

If there were no shortage of Supplies and Equipage funds, 
the widely divergent systems which exist would offer no major 
problem. But the fleet is being funded at only about 80 per cent 
of its requirements. One of the major factors is that, as now 
constructed, financial management procedures are inadequate to 
provide the reliable backup data needed at budget hearings to 
justify the Navy's requirements for needed Supplies and Equipage 
funds. 

There are presently underway two significant programs 
which will help to relieve the funding deficiencies in the 
Supplies and Equipage area. One is an “interim procedure" which 
will produce data on usage broken down as to equipage, repair 
parts, consumables; the other is a supply, accounting, and 
budgetary system in support of the 3-M system. Both of these 
programs will produce greater standardization of financial 


management procedures than has been the case previously. 
Conc lusions 


In view of the research conducted for this paper and 
based on the information presented herein, the following 


conclusions have been reached: 
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1. The financial management procedures of Type Commanders 
in the Atlantic Fleet vary greatly with respect to records kept, 
reports required, and the degree of guidance provided to ships 
under their command. 

2. The financial management procedures presently do not 
fulfill the Type Commanders' needs, primarily with respect to 
the lack of substantive budget justification data. 

3. Part of the problem of budget justification is caused 
by forces beyond the control of the Type Commander (e.g., 
incomplete and out-of-date allowance lists). 

4. <A greater degree of uniformity of procedures is 
required and some will be implemented beginning 1 July 1965. 

Several programs are being instituted which will help 
to alleviate the Supplies and Equipage funding situation afloat. 
In addition to what is already being done, the following 
suggestions are also offered for consideration: 

1. Expand the Navy Stock Account to Appropriation 
Purchases Account Transfer Program. This program--which provides 
for the transfer of high cost, insurance, and safety-of- 
personnel items from the Navy Stock Account to Appropriation 
Purchases Account~-~has had a good beginning, but additional 
study will reveal many additional high cost items which should 
be transferred to the Appropriation Purchases Account. 

2. Accelerate the up-dating and pricing-out of allowance 


lists. In order to obtain a true picture of fleet deficiencies, 
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this is a most critical area since the Fleet's requirements are 
based on the value of allowance lists. Although the 3-M systew 
will be of considerable assistance in time, a crash program 
could be undertaken which will permit better budget justification 
for the years before 3-M takes effect in fiscal year 1969. 

3. Institute the Shortage and Valuable Excesses" 
(SAVE) Program on a Navy-wide basis. This program, begun by 
COMNCRUDESLANT in 19363, provides for redistribution and balancing 
of assets throughout the ships in DESLANT. Extension to a Navy- 
wide basis would be a significant step in reducing many of the 
inventory deficiencies. 

4. Fund repair parts out of the Type Commander's 
allotment but issue operating targets only for consumable and 
equipage items. This removes the highly unpredictable items 
from shipboard budgeting consideration. COMCRUDESLANT has 
proved this practice can be effectively administered provided 
a rigid control over procurement procedures is implemented as 
&@ part of the program. 

5. Require greater uniformity in financial management 
procedures. Because of the need for more uniform data, there 
is a requiremeat for greater standardization in the records kept 
and reports submitted by Type Commanders. This could be 
accomplished either through revision of the Navy Comptroller 
Manual, Volume 8, or through issuance of a publication by the 
Chief of Naval Operations. Under the special responsibilities 
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recently assigned to the Deputy Comptroller of the Navy by 
General Order 5, the Chief of Naval Operations publication would 
appear to be the proper choice. The new procedures would reduce 
the flexibility presently enjoyed by Type Commanders. However, 
if the new system will provide the means by which increased 


readiness can be achieved, uniformity is a small price to pay. 
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APPENDIX 


MAJOR FEATURES OF THE PROPOSED SUPPLY, ACCOUNTING 
AND BUDGETARY SUPPORT SYSTEM 

1. Improved responsiveness to the maintenance effort 
through the establishment of a service organization entitled 
the Supply Support Center (SSC). 

2. Improvement of the material identification function 
through the establishment of a centrally located technical 
library; improved maintenance of publications; and expanded 
training in the use of material identification publications, 

3. Revision of the Afloat BUSANDA Manuals, Volumes III 
and VIII, to provide a more effective management tool for use 
by supply personnel. In this connection, and to the extent 
practicable, it is desired that all related systems and 
procedures be arranged in a single, comprehensive publication, 
for use within the Operating Forces. 

4. Expansion of the use of the Consolidated Military 
Standard Requisitioning and Issue Procedures Requisition between 
manual ships and shore stations. 

5. Improvement in the receipt process to insure that 
material received on board is moved promptly to the correct 


storage locations and documents are posted in a timely fashion. 





ly, S. Department of the Navy, Bureau of Supplies and 
Accounts letter 833.1 of 19 October 1964, enclosure (1) pp. 4~7. 
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6. Expansion of the centralized storage of selected 
items concept which will facilitate the issue of the majority 
of fast moving items from one storage location. 

7. Expansion of the practice of positioning material, 
@.g., lumber, sheet metal, typewriter, optical parts, in the 
custody of other than the supply department. This practice 
will make material more readily available to users, reduce 
issue paperwork, and will save manhours which would normally 
be consumed in obtaining these materials from normal supply 
department storage locations. 

8. Improved material locator records and cross- 
reference listing and a validation procedure to insure prompt 
response to the maintenance material requirements. 

9. Elimination of the requirement for authorizing 
signatures on requisitions for material. The use of authori- 
zation cards, charge plates, or lists of personnel authorized 
to draw material to facilitate and expedite the issue process. 

10. Full expansion of the use of pre-expended bins in 
the maintenance operation. 

11. Establishment of “Sea-Mart Self-Service Stores" 
afloat with the resultant reduction in issue processing time 
and paperwork. Items to be offered via this retail outlet 
will include fast moving office supplies, housekeeping items, 
and forms and publications. 


12. Establishment of pools of repairable components. 
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13. Post-posting of receipts and expenditures where 
practicable. 

14. Expansion of the centrally located item history 
data file which will enable the Navy to state precisely, the 
afloat inventory position of any ship in the fleet at the time 
of its last SOAP. 

15. Extension of the Selected Item Management (SIM) 
concept to all ships. 

16. Collection of material usage and cost data identi- 
fied to a specific maintenance action. 

17. Collection of material usage and cost data identi- 
fied to a specific CID/APL/AEL/AN with a resultant capability 
for updating and/or improving allowance lists. 

18. Improved material management afloat through the 
development of source codes for use by supply and maintenance 
personnel. 

19. Adoption of a physical inventory program afloat 
which is based on the issue velocity concept. Only items which 
have a specified frequency of issue and which have: not been 
inventoried during the prior six months period will be selected 
for physical inventory. Slow moving items will be subject to 
a perpetual inventory upon issue or will be inventoried at the 
time of SOAP or overhaul. 

20. A more precise method for computing fleet funding 
requirements based on the value of a ship’s requirements compared 


to the value of the on board inventory at any given time. 
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21. A system which provides a meaningful method of 
collecting, recording, summarizing and reporting financial 
information by categories which are compatible to fleet budget 
submits. This will be accomplished by document processing by 
NRFCs, FAAOs, and CDPFs. 

22. <A means for collecting cost data in a manner which 
will meet the requirements of the Department of Defense, and 
enable Type Commanders, Fleet Commanders, OPNAV, CNM, and 
bureaus to review and analyze the maintenance and repair 
programs to determine the effective readiness posture of the 
Operating Forces. 

23. Improved management of afloat inventory investment 
through production of a monthly asset report which will indicate 
excesses or deficiencies by inventory strata (chargeable and 
non-chargeable repair parts (repetitive and insurance] , 
equipage and consumables); gross obligations and expenditures 
by strata; the dollar value of stock migrations NSA to APA and 
APA to NSA by inventory strata; the total dollar value of the 
on hand inventory by strata; and the dollar value of the 
receipts by strata. 

24. Production of a weekly job order report (mecha- 
nized tenders only) showing the cost of material expended in 


the completion of a specific maintenance action. 
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